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HIEFACE 


This  publication  covers  the  report  on  a  study  by  the  Production 
and  !%rketing  Administration,  U.  S,  Department  of  Agriculture,  The 
project  was  undertaken  in  cooperation  with  the  North  Central  Camnittee 
on  Dairy  >krketing  Research,  with  the  understanding  that  the  Committee 
wo\ild  study  butter  pricing  problems  at  the  creamery  level  and  the  Dairy 
Branch  of  the  Production  and  l^rketing  Administration  would  study  butter 
price  establishment  in  the  New  York  and  Chicago  central  markets.  The 
regional  caamittee  has  already  issued  a  report  of  their  findings  on 
butter  pricing  at  the  creamery  level.  Findings  of  the  regional  committee 
and  free  discussion  of  interrelated  problems  were  very  helpful  in  pre- 
paring this  report. 

Numerous  individuals  and  organizations  cooperated  in  supplying  in- 
formation vriiich  appears  in  the  report.  The  major  receivers  and  distribu- 
tors of  butter  provided  much  of  the  information  on  which  the  report  is 
based.  Their  cooperation  and  willingness  to  disciiss  the  problems  involved 
was  of  great  assistance  to  the  writers. 

Special  credit  is  due  to  Floyd  Simpson,  local  representative,  USDA 
Dairy  and  Poiiltry  I'larket  Nevra  Service  at  Chicago,  and  to  L,  M,  Davis, 
Chief,  Market  News  Service,  Dairy  Branch, for  their  cooperation. 


c  C  o  - 


The  study  on  which  this  report  is  based  was  conducted  under  authority 
of  the  Agricultural  ^krketing  Act  of  1946  (W^  Title  II), 
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SDMM&RY 

Butter  price  information  for  Chicago  and  New  York  is  currently  col- 
lected at  two  points:  (1)  The  spot  butter  boards  of  the  New  York  and  Chicago 
mercantile  exchanges;  and  (2)  the  wholesale  "open  market."  The  types  of 
transactions  \rfilch  take  place  at  these  points  provide  the  best  information 
about  the  net  effect  of  the  forces  which  determine  the  value  of  butter 
throughout  the  country. 

Wholesale  butter  prices  at  Chicago  and  New  York  are  reported  daily 
by  the  U.  S.  Department  of  Agricialture,  as  well  as  by  commercial  market 
reporting  agencies.  USDA  prices  are  based  on  the  wholesale  sales  between 
butter  dealers.  These  are  described  as  open  market  sales.  Only  a  rela- 
tively small  proportion  of  the  wholesale  sales  reported  by  USDA  take  place 
on  the  spot  butter  boards  of  the  mercantile  exchanges. 

The  butter  quotations  for  Chicago  and  New  York  issued  by  the  com- 
mercial market  importers  are  based  exclusively  on  exchange  trading  and  are 
widely  used  by  the  trade  as  a  basis  of  settling  with  creameries  for  butter 
and  as  a  basis  for  selling  butter. 

Trading  on  the  exchanges  lasts  for  only  a  few  minutes  each  day, 
whereas  wholesale  trades  between  dealers  take  place  throughout  the  day. 

Despite  the  conclusion  that  butter  price  information  is  collected 
at  the  points  where  the  net  effect  of  the  forces  which  bring  about  changes 
in  the  value  of  butter  may  best  be  observed,  the  mechanism  through  \rtiich 
prices  are  determined  is  not  wholly  satisfactory.  It  might  be  improved  if 
the  spot  butter  narkets  of  the  mercantile  exchanges  could  be  made  more 
attractive  as  places  for  receivers  to  conduct  more  of  the  limited  open- 
market  trading  in  bulk  butter. 

Approximately  85  to  90  percent  of  the  butter  marketed  tends  to  by- 
pass the  wholesale  open  market,  and  only  10  to  15  percent  of  the  butter 
handled  by  major  receivers  is  bought  or  sold  on  the  open  imrket   in  trans- 
actions that  could  potentially  be  executed  on  the  exchanges.  During  1951 
about  8  million  po\inds  of  butter  were  sold  on  the  spot  butter  bc»rds  of 
the  mercantile  exchanges.  Through  liberalizing  the  butter- trading  rules 
of  the  mercantile  exchanges,  the  volume  of  trading  might  be  increased  to 
possibly  4.0  to  50  million  pounds  annually. 

Receivers  stated  that  the  spot  butter  markets  of  the  mercantile 
exchanges  were  unsatisfactory  places  to  buy  or  sell  butter  because?  (1) 
Receiving  and  handling  costs  and  premiums  are  not  recoverable  on  exchange 
sales  and  therefore  very  limited  quantities  are  offered  for  sale  on  the 
spot  call I  (2)  it  is  inconvenient  to  offer  supplies  on  the  spot  butter  call 
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if  they  are  not  located  in  Chicago  or  New  York  or  to  accept  delivery  of 
supplies  at  Chicago  or  New  York  when  wanted  elsewhere;  (3)  butter  is  not 
available  for  Inspection  prior  to  purchase;  and  (4-)  the  buying  or  selling 
of  large  quantities  of  butter  on  the  spot  call  has  a  disproportionate 
effect  on  the  quotations. 

Chicago  and  New  York  mercantile  exchanges  might  broaden  their 
functions  as  market  places  if  certain  changes  in  the  spot  butter  rules 
were  Bade,  as  follows: 

1.  I^ke  it  possible  for  receivers  to  offer  butter  on  the  spot 

call  which  is  located  at  various  country  concentrating 
points  outside  of  Chicago  or  New  York. 

2.  Provide  for  a  fuller  description  of  butter  offered  on  the 

exchange,  including  such  factors  as  salt  and  color, 

3.  Provide  the  biiyer  pay  the  seller  a  receiving  and  handling 

allowance  for  butter  purchased  on  the  spot  call. 

Findings  relating  to  certain  criticisms  of  central  market  butter 
prices  were  as  follows: 

1.  Premiums  over  the  commercial  quotations  are  frequently  paid 

to  careameries  and  in  the  open  market.  This  is  not  a  serious 
weakness  for  those  who  understand  the  nature  of  the  quotation. 
But,  it  would  be  desirable  to  develop  periodic  reports  of 
the  level  of  premiums  being  received  by  creameries. 

2.  Butter  prices  have  fluctuated  considerably  from  day  to  day 

at  certain  times  but  are  not  more  variable  than  the  prices 
of  several  other  agrictiltural  commodities. 

3.  Central  butter  market  quotations  are  based  on  a  limited 

volume  of  trading  by  a  relatively  few  traders  on  the 
Chicago  or  New  York  mercantile  exchanges.  Such  trading 
is  generally  undertaken  primarily  for  the  purpose  of  adjust- 
ing values  and  not  for  the  purpose  of  buying  or  selling 
butter. 

4..  Many  of  the  major  receivers  and  distributors  trade  only 

infrequently  on  the  exchanges,  but  they  are  usually  repre- 
sented at  the  trading  sessions  and  are  prepared  to  buy  or 
sell  butter  on  the  exchanges,  if  necessary,  to  protect  their 
interests  as  to  value,  A  trader  cannot  keep  the  narket  out 
of  line  with  the  sentiment  of  the  trade  for  more  than  a 
short  time  unless  he  is  willing  to  buy  or  sell  sizable 
quantities  of  butter.  Nevertheless,  the  thinness  of  the 
market  makes  it  possible  for  an  individual  to  occasionally 
exert  disproportionate  influence  on  the  market  for  short 
periods  of  time. 
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>vTHE  ESTABLISm-IENT  CF  CENTRAL  KARKET  BUTTER  HIICES 

IN  CHICAGO  km   NEW  YORK  > 
^-    "  ^■'  •'^" 

»^  »^ 

/Ry  Robert  W.  Narch  and  Louis  F,  Kernnann^r 
♦     "         agrlcioltural  economists 
Dairy  Branch,  Production  and  Marketing  Administration 

INTRCDDCTION 

The  price  of  butter  is  important  in  the  dairy  economy.  Approximately 
one-quarter  of  all  milk  produced  in  the  United  States  is  used  for  the  manu- 
factiire  of  butter.  Prices  paid  to  producers  for  milk  and  cream  are  closely 
related  to  the  price  of  butter.  Cream  for  fluid  use  and  for  ice  cream  is 
generally  priced  on  a  formula  basis  related  directly  to  the  price  of  butter. 
Minimum  prices  to  be  paid  producers  under  numerous  Federal  milk  marketing 
orders  are  frequently  based  on  butter-povfder  or  butter-cheese  formulas.  1/ 

Butter  has  often  been  called  the  balance  wheel  of  the  dairy  industry. 
Milk  supplies  are  diverted  into  butter  when  no  other  market  outlets  are 
available.  Butter  generally  represents  the  lowest  "use  value"  for  milk, 
and  the  price  of  butter  reflects  a  floor  price  below  which  milk  prices 
rarely  go.  General  supply  and  demand  conditions  for  all  milk  products 
influence  the  price  of  butter. 

The  price  of  butter,  being  reflected  throughout  the  dairy  economy, 
is  of  interest  to  many  persons  other  than  those  who  make  or  distribute 
butter. 

Persons  in  the  dairy  industry,  particularly  producers  and  creamery 
operators,  have  at  times  complained  of  certain  aspects  of  the  manner  in 
which  butter  prices  are  established  and  of  certain  characteristics  of 
butter  prices. 

Most  of  the  complaints  may  be  grouped  into  three  categories:  (1)  The 
level  of  prices;  (2)  the  instability  of  prices;  and  (3)  the  "thinness"  of 
the  basis  for  establishing  values. 


i/  As  of  December  1,  1951,  there  were  4-4  Federal  milk  marketing  orders 
in  effect.  In  32  of  these  orders,  butter-powder  formulas  were  used  as  the 
"basic  formula  price"  or  as  one  of  several  alternative  bases  for  establishing 
prices  to  be  paid  for  Class  I  milk.  In  20  of  the  Federal  milk  marketing 
orders,  butter-cheese  formulas  were  used  as  one  of  several  alternative  bases 
for  establishing  prices  to  be  paid  for  Class  T  milk.  Butter-powder  and 
butter-cheese  formulas  are  also  used  in  numerous  Federal  milk  marketing 
orders  for  establishing  minimum  prices  to  be  paid  to  producers  for  surplus 
milk. 
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The  major  complaint  concerning  the  level  of  prices  is  that  central 
market  butter  prices  do  not  represent  prices  at  which  large  quantities  of 
butter  are  bought  and  sold  but  have  a  chronic  tendency  to  "underquote"  the 
market.  The  payment  of  premiums  to  creameries  is  looked  upon  as  evidence 
that  this  tendency  is  true. 

Complaints  relating  to  the  instability  of  prices  were  particularly 
common  during  1946,  1947,  and  1948  vhen  daily  butter  prices  fluctuated 
violently,  and,  at  times,  in  a  manner  which  supply  and  demand  conditions 
did  not  appear  to  warrant.  Complaints  concerning  the  thinness  of  the  basis 
for  establishing  values  are  closely  related  to  the  complaint  that  butter 
prices  fluctuate  "too  much,"  in  that  the  thin  basis  on  which  values  are 
determined  is  looked  upon  as  a  major  cause  of  price  instability. 

Complaints  concerning  the  thinness  of  the  basis  for  establishing 
prices  included  the  following:  (l)  Butter  prices  are  established  by  a 
few  receivers  on  the  basis  of  a  limited  volume  of  trading  (implying  that 
the  market  is  vulnerable  to  manipulation);  (2)  many  large  buyers  and  sellers 
take  no  direct  part  in  establishing  values;  (3)  the  development  of  large 
integrated  marketing  organizations  which  control  the  distribution  of  butter 
from  creamery  to  retailer  or  institutional  user  has  greatly  reduced  the 
trading  in  wholesale  bulk  butter,  but  the  price-making  system  has  not  kept 
pace  with  changes  in  the  manner  in  which  butter  is  marketed;  and  (4)  certain 
rules  of  the  mercantile  exchanges  tend  to  restrict  participation  in  the 
establishment  of  prices. 

The  study  reported  in  this  publication  was  part  of  a  larger  study 
of  the  central  dairy  markets  and  of  the  aanner  in  which  prices  of  dairy 
products  are  established.  The  purposes  of  this  report  may  be  listed  a^ 
follows : 

1.  To  describe  the  Chicago  and  New  York  \diolesale  butter  markets 

with  particular  attention  to  the  manner  in  vAiich  central 
market  prices  are  established  and  how  they  are  used  in  buy- 
ing and  selling  butter, 

2.  To  determine  whether  the  trading  in  wholesale  bulk  butter 

in  the  central  markets,  particularly  on  the  spot  boards  of 
the  Chicago  and  New  York  mercantile  exchanges,  is  of  such 
a  nature  that  the  forces  of  supply  and  denand  are  adequately 
brought  to  focus. 

3.  To  determine  the  features  of  the  marketing  sjrstem  which  may 

have  a  bearing  on  day-to-day  fluctuations  in  the  price  of 
butter. 

4.  To  examine  the  charge  that  central  market  quotations  under- 

state the  "true"  value  of  butter. 
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THE  BOTTER  MARKETED  SYSTH4 


1      Butter  is  manufactured  at  some  3,000  plants  throughout  the  country. 
Approximately  70  percent  of  these  plants  are  located  in  the  West  North 
Central  and  East  North  Central  regions.  Eighty  percent  of  the  butter 
manufactured  in  the  United  States  is  produced  in  these  two  regions, 
iMinnesota,  lovra.,  and  Wisconsin,  in  that  order,  are  the  three  leading 
butter-producing  States. 

A  recent  study  of  creamery  pricing  practices  indicated  that  the 
average  creamery  is  small  and  has  limited  financial  resources;  and  that 
creameries  do  not  ordinarily  store  butter  or  hold  butter  for  better  price 
offers.  2/  Because  of  limited  capital,  most  creameries  must  sell  their 
butter  as  it  is  manufactured  in  order  to  pay  their  milk  producers  regu- 
larly. The  average  creameiy  manager  finds  that  the  problems  relating  to 
the  manufacture  of  butter  and  other  plant  operations  constitute  a  full- 
time  job  and  leave  little  time  in  which  to  seek  outlets  for  his  butter. 
His  training  ordinarily  is  in  the  field  of  dairy  manufacturing  and  not 
marketing. 

It  is  not  xmcommon  for  creaineries  to  continue  to  sell  to  the  same 

outlet  year  after  year.  The  creameries  surveyed  in  the  North  Central 

States  indicated  that  price  was  a  less  important  factor  in  deciding  where 
to  sell  their  butter  than  was  confidence  in  an  "old  customer."  2/  Of 

course,  as  pointed  out  in  that  survey,  confidence  in  an  "old  customer" 

many  times  may  stem  from  receiving  satisfactory  returns  for  butter  from 
that  customer  over  a  period  of  time. 

Ordinarily,  creamery  managers  do  not  take  any  steps  to  control  pro- 
duction, MEuaufacturers  of  evaporated  milk,  for  instance,  at  times  will 
cutoff  producers  in  order  to  restrict  production.  The  creamery  manager  is 
usually  willing  to  process  all  milk  or  cream  which  producers  wish  to  de- 
liver and  ordinarily  is  willing,  or  at  least  finds  it  necessary,  to  sell 
butter  as  it  is  manufactured  regardless  of  the  "market," 


Sales  Agreements 

Butter  is  generally  sold  by  creameries  on  the  basis  of  a  sales  agree- 
ment with  a  receiver  of  butter.  The  sales  agreement  system  has  served  to 
provide  creameries  with  a  regular  outlet  for  their  butter,  and  has  provided 
primary  receivers  with  a  regular  source  of  supplies.  Also,  the  sales  agree- 
ment has  served  as  a  means  by  which  primary  distributors  have  been  able  to 
obtain  supplies  of  butter  of  uniform  quality  and  of  particular  flavor 

ZJ   Cook,  H.  L.,  Kelley,  P.  L.,  Koller,  E.  F.,  and  Miller,  A.  H. 
Butter  Pricing  and  Marketing  at  Country  Points  in  the  North  Central  Region. 
Minn.  Agr.  Expt.  Sta.  Tech.  Bull.  203-5966.  June  1952. 


characteristics  and  it  has  relieved  the  creamery  managers  of  most  of  the 
effort  that  might  othervd.8e  be  required  in  selling  their  product—an  ef- 
fort they  are  ill  equipped  to  make,  both  because  of  their  training  and 
because  of  the  financial  condition  of  most  creameries. 

Sales  agreements  ex%   often  no  more  than  verbal  understandings  be- 
tween the  receiver  and  the  creamery.  Such  agreements  set  forth  the  basis 
on  \rtiich  the  receiver  will  make  settlement  with  the  creamery,  and  usually 
they  specify  \diere  the  butter  is  to  be  delivered.  They  ordinarily  provide 
that  creameries  will  be  paid  for  their  butter  on  the  beisis  of  a  central 
market  price  quotation  for  butter  on  a  certain  day,  frequently  the  day  that 
the  butter  arrives  at  a  specified  destination.  The  price  quotations  most 
frequently  \ised  are  the  Urner-Barry  quotation  for  the  New  York  market,  and 
Chicago  Price  Current  quotation  for  the  Chicago  market.  ^    These  agree- 
ments geneitJJy  provide  that  the  creamery  will  be  paid  a  premium  or  in 
some  cases  a  discount  fr<rai  a  central  market  quotation.  The  agreements 
\isually  include  terms  as  to  vrtiether  the  creamery  or  receiver  bears  the  cost 
of  shipping  the  butter,  and  the  agreements  also  incliide  other  provisions, 
many  of  which  have  a  bearing  on  the  net  price  received  by  the  creamery. 

Butter  is  shipped  fr<Mn  creameries  into  the  hands  of  the  following 
major  types  of  primary  receivers:  Central  market  wholesalers;  butter  mar- 
keting cooperatives  J  chainstoresj  large  dairy  corporations;  and  meat- 
packers.  4/ 

Information  obtained  during  this  survey  indicates  the  relative  vol- 
\ames  of  butter  handled  by  various  types  of  primary  receivers.   (See  table  2 
page  26 . )  This  information  differs  rather  markedly  from  information  obtained 
from  creameries  in  the  North  Central  Region  concerning  the  types  of  outlet 
to  which  they  sold  butter.  ^ 

Develorment  of  Direct  Buying  from  Creameries  by  Receivers 

I 

The  manner  in  which  butter  is  marketed  has  changed  considerably 
since  1900.  At  that  time,  creamery  butter  was  generally  sold  on  a  commission 


^  See  p.  19  of  the  publication  cited  in  footnote  2,  p.  3. 

l^  Central  mcurket  wholesalers  for  purposes  of  this  study  are  con- 
sidered to  be  primary  receivers  of  butter  not  included  in  the  other  four 
categories  mentioned.  Nearly  all  such  firms  are  lo<»ted  in  Chicago  or 
New  York. 

^  See  p.  17-18  of  source  cited  in  footnote  2,  p.  3.  Information 
concerning  sales  outlets  of  creameries  in  the  North  Central  Region  did  not 
generally  include  information  with  respect  to  the  large  centralizer  type 
creameries  which  are  important  sources  of  supply  for  certain  of  the  meat 
packers  and  large  daily  corporations.  This  fact  is  believed  to  account  for 
much  of  the  discrepancy  between  the  data  in  the  two  surveys.  The  wholesaler- 
jobber  category  in  the  North  Central  Regional  study  may  have  been  broader 
than  the  central  market  wholesaler  category  used  in  this  survey. 
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basis  in  the  wholesale  market.  Quintus  6/  points  to  several  reasons  for 
the  shift  from  the  comnission  basis  to  the  sales  agreement  system  of 
direct  procurement:  (1)  The  gradiml  reduction  or  elimination  of  many  of 
the  marketing  risks  which  once  accompanied  a  sale.  In  the  early  1900 *s, 
butter  was  much  more  heterogeneous  as  to  quality,  storage  facilities  were 
poor,  rail  service  often  was  slow  and  irregular,  and  chances  of  deterio- 
ration in  transit  were  considerable.  (2)  Country  shippers  were  dissat- 
isfied with  the  commission  system,  (3)  Buyers  found  it  desirable  to 
establish  regular  sources  of  supply. 

Changes  which  took  place  in  the  marketing  system  during  the  period 
1918-38  are  well  described  by  Nicholls,  2/  These  changes  may  be  summarized 
as  follows:  (1)  The  development  of  a  system  of  direct  buying  from  creameries 
by  firms  that  then  controlled  the  distribution  of  the  butter  to  the  retailer. 
(2)  The  development  of  large  dairy  corporations  with  facilities  for  handling 
the  distribution  of  butter  direct  from  crecunery  to  retail  store  or  institu- 
tional \aser,  (3)  The  resulting  reduction  in  volume  of  butter  handled  by 
wholesalers  in  central  markets  idaich  in  turn  led  to  a  reduction  in  the 
number  of  vAolesalers  and  jobbers,  and  to  the  development  of  a  new  type  of 
wholesaler-.!  obber  whose  operations  included  raajiy  of  the  f -unctions  formerly 
performed  by  jobbers. 

One  characteristic  of  these  changes  is  that  they  have  created  a 
situation  in  which  most  primary  receivers  are  much  more  active  as  buyers 
than  as  sellers  of  wholesale  bulk  butter. 

Government  Operations 

The  Federal  Government  has  been  an  important  factor  in  the  butter^ 
marketing  system  since  the  middle  1930»s.  During  the  years  1933--^,  the 
Federal  Government  through  various  devices  engaged  in  butter  price  stabili- 
zation programs.  During  that  period,  the  Government  purchased  270  million 
pounds  of  butter.  Of  this  amount,  1^2  million  pounds  were  purchased  in 
1938.  Price  ceilings  on  butter  were  in  effect  from  late  in  1942  through 
June  30,  1946.  During  most  of  that  period,  a  subsidy  of  5  cents  per  poimd 
was  paid  by  the  Reconstruction  Finance  Corporation.  Since  1949,  the  Com- 
modity Credit  Corporation  has  supported  milk  and  butterfat  prices  through  offers 
to  buy  butter  and  other  manufactured  dairy  products  at  specified  prices. 
During  1949  and  1950,  242  million  pounds  of  butter  were  bought  by  Commodity 
Credit  Corporation  under  the  milk  and  butterfat  price-support  programs.  ~ 
Virtually  no  butter  was  bought  for  support  purposes  during  1951  nor  in  the 
first  11  months  of  1952  because  market  prices  were  generally  above  support 

XG  T  G.LS  « 

Since  1933,  there  have  been  few  years  during  which  butter  marketing 
has  not  been  considerably  influenced  by  Government  marketing  programs  or 
controls,  »  *-  & 

~     6/  Quintus,  Baul  E,  Wholesale  Butter  Prices  and  Premiums,  Jour,  Farm 
Econ,  Vol,  3.  Part  I,  August  1939. 

2/  Nicholls,  William  H,  Post-War  Developments  in  the  Jferketing  of 
Butter,  Res,  Bull,  250,  Iowa  State  College.  Agr.  Expt,  Sta,  (February  1939,) 
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THE  CHICAGO  AND  NEW  YORK  WHOLES.ILE  BUTTER  MMIKETS 


The  Wholesale  Level  of  Trade 

The  wholesale  level  of  trade  with  respect  to  many  commodities  is 
rather  ill  defined.  Wholesale  transactions  are  characterized  by   sales  in 
volume  to  middlemen  who  perform  further  services  before  the  commodity  is 
distributed  to  the  retailer.  Size  of  transaction  and  extent  of  services 
rendered  appear  to  be  important  criteria  in  defining  wholesale  transactions. 

For  purposes  of  definition,  wholesale  or  open-market  transactions 
may  be  defined  as  transactions  involving  sales  by  receivers  of  bulk  (un- 
printed)  butter  in  volume,  such  sales  being  for  cash  or  short- time  credit, 
and  not  made  on  the  basis  of  a  fixed  and  previously  agreed  on  markup  over 
some  published  quotation.  8/ 

There  are  few  concerns  which  are  engaged  primarily  in  the  business 
of  wholesaling  bulk  butter  and  the  volume  of  wholesale  trading  is  relatively 
limited.  The  nature  of  wholesale  trading  is  described  in  detail  under  the 
heading  "Buying  and  Selling  Practices  of  Wholesale  Butter  Receivers." 

The  Central  >fe.rket  Wholesaler 

All  the  major  types  of  primary  receivers  of  butter  at  times  sell 
wholesale  bulk  butter.  The  selling  of  bulk  butter  at  wholesale  is  a  more 
important  part  of  the  business  of  the  central  market  wholesaler  than  it  is 
of  the  other  types  of  primary  receivers.  For  the  purposes  of  this  report, 
chainstores,  meatpackers,  large  dairy  corporations,  and  marketing  coopera- 
tives are  not  considered  wholesalers.  The  term  "wholesalers"  will  be  used 
to  refer  to  central  market  wholesalers  whose  activities  are  described  as 
follows : 

The  functions  performed  by  wholesalers  vary  considerably.  The  whole- 
saler in  the  central  market  in  many  cases  performs  the  Jobbing  function  as 
well  as  the  wholesaling  function. 

The  number  of  wholesalers  in  Chicago  and  New  York  has  declined  con- 
siderably. 2/  Many  wholesalers  remaining  in  the  central  butter  markets  have 


8/  It  is  this  type  of  transaction  on  which  wholesale  selling  prices 
reported  by  the  USDA  hferket  News  Service  are  largely  based.  However,  certain 
types  of  contract  sales  are  also  reported  by  USDA. 

2/  An  estimate  given  by  a  person  who  has  been  closely  associated  with 
the  Chicago  butter  market  for  a  number  of  years  was  that  30  years  ago  there 
were  approximately  35  butter  vdiolesalers  in  the  market  as  compared  with  about 
6  to  3,  in  1952,  of  whom  3  handled  most  of  the  butter. 
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adapted  their  operations  to  the  more  integrated  system  of  marketing  which 
was  developed.  They  have  been  forced  to  do  this  to  compete  effectively 
with  the  other  types  of  integrated  marketing  organizations  such  as  the 
meatpackers,  chains tores,  large  dairy  corporations,  and  marketing  co- 
operatives , 

There  still  are  a  relatively  small  n\jmber  of  "old-line"  wholesalers 
lirtio  have  not  developed  a  jobbing  business  but  have  continued  to  sell  only 
wholesale  bulk  butter.  These  vAiolesalers  often  find  it  difficult  to  com- 
pete with  the  highly  integrated  receivers  for  supplies  at  the  creamery 
level  and  as  a  result  often  depend  on  other  dealers  for  a  considerable 
proportion  of  their  supplies.  Such  ^olesalers  have  been  able  to  resist 
changes  which  have  taken  place  in  the  distributive  system  apparently  be- 
cause of  the  fact  that  they  have  on  the  one  hand  established  over  the 
years  satisfactory  relationships  with  creameries,  and  on  the  other  hand 
have  a  number  of  longtime  customers.  It  is  not  uncommon  to  find  a  creamery 
that  has  shipped  to  the  same  receiver  for  25  years. 

It  is  interesting  to  note  that  the  "old-line"  wholesalers  who  do 
exist  are  nearly  all  located  in  New  York,  being  almost  nonexistent  in 
Chicago,  The  New  York  market  still  has  a  number  of  Jobbers  \riio  serve  the 
large  number  of  delicatessens,  small  grocery  stores,  anA   the  numerous  hotels 
and  institutional  users  found  in  New  York  City,  ^feny  of  these  jobbers  de- 
pend largely  on  wholesalers  in  the  market  for  supplies. 

Although  the  number  of  ^olesalers  in  the  central  markets  has  de- 
clined considerably  in  the  last  30  years,  those  who  remain  play  a  most 
important  function — that  of  balancing  supplies— in  the  marketing  of  butter. 
The  chains tores,  large  dairy  corporations,  and  the  meatpackers — even  though 
they  obtain  a  large  proportion  of  their  supplies  directly  from  creameries — 
at  times  depend  on  large  wholesale  distributors  as  sources  of  supplies  of 
butter.  Also,  the  wholesaler  provides  an  outlet  for  surplus  butter  which 
the  large  integrated  butter-marketing  organizations  have  on  hand  at  times. 
They  tend  to  complement  the  integrated  system  of  marketing. 

The  existence  of  diversified  manufacturing  operations  probably  tends 
to  increase  the  importance  of  the  butter  wholesaler- jobbers  who  remain. 
Creameries  that  have  facilities  for  manufacturing  other  dairy  products  as 
well  as  butter  are  a  much  less  dependable  source  of  supplies  for  a  receiver 
than  are  creameries  which  do  not  have  such  facilities.  Receivers  obtaining 
supplies  from  these  diversified  plants  at  times  may  have  to  buy  large 
quantities  of  butter  on  the  open  narket  from  other  receivers  if  their 
diversified  plants  divert  milk  supplies  from  butter  to  other  products,  or 
may  on  the  other  hand  sell  large  quantities  on  the  open  market  if  the 
diversified  plants  which  ship  to  them  divert  large  quantities  of  milk  into 
butter. 

By  absorbing  the  variable  supplies  of  butter,  taking  the  unwanted 
butter,  and  supplying  the  large  integrated  distributors  ;dien  their  regular 
sources  of  supply  are  inadequate,  the  central  market  irtiolesalers  find  them- 
selves in  the  position  where  the  actual  value  of  butter  in  teiros  of  dollars 
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and  cents  is  of  more  concern  than  it  is  to  merchants  whose  business  is 
largely  limited  to  the  supplying  of  butter  to  a  regular  trade.  Such  ijhole- 
salers  occupy  a  position  where  changes  in  the  supply-demand  picture  may 
first  be  noted.  Beca\ise  of  the  position  \tb±ch  they  occupy  in  the  marketing 
system,  they  find  themselves  shouldering  a  large  part  of  the  responsibility 
of  establishing  values. 

Receipts  of  Butter  at  Chicago  and  New  York 

Annual  receipts  of  butter  at  Chicago  during  the  early  1920 's  averaged 
slightly  more  than  17  percent  of  total  annual  production.  Annual  receipts 
of  butter  at  New  York  amounted  to  slightly  more  than  18  percent  of  total  an- 
ntial  production  in  that  period.  During  the  period  194-8-51,  annual  receipts 
of  butter  at  each  of  these  markets  averaged  slightly  more  than  12  percent  of 
total  annual  production.  Minnesota  and  Iowa  are  the  main  sources  of  butter 
for  the  New  York  market.  Wisconsin  is  the  principal  source  of  supplies  of 
butter  at  Chicago,  although  Iowa  and  >finnesota  both  supply  large  quantities 
of  butter  to  the  Chicago  msurket. 

Receipts  of  butter  at  Chicago  show  a  much  more  pronounced  seasonal 
pattern  than  do  receipts  of  butter  at  New  York.  This  indicates  that  more 
of  the  seasonal  surpluses  of  butter  are  stored  in  Chicago  than  in  New  York, 

The  Chicago  Wholesale  Butter  Market 

Chicago's  wholesale  butter  dealers  are  located  in  different  parts  of 
the  city.  Several  large  dealers  are  located  in  the  Fulton  Street  MEirket, 
adjacent  to  the  Fulton  Cold  Storage  Warehouse,  others  are  located  in  the 
area  of  the  Produce  Terminal  Cold  Storage  Warehouse,  Other  large  receivers 
have  their  places  of  business  at  varioTis  points  in  the  city.  This  is  in 
contrast  to  the  New  York  market  where  the  majority  of  receivers  are  located 
in  an  area  about  3  or  4  blocks  square,  Majiy  of  the  larger  Chicago  receivers 
store  their  butter  at  various  concentration  points  in  the  Midwest,  and  large 
quantities  of  this  butter  are  shipped  to  markets  throughout  the  country. 

Six  butter  receivers  in  the  Chicago  butter  market  may  be  described 
as  wholesalers.  It  is  estimated  that  three  of  these  wholesalers  handle 
approximately  125,000,000  pounds  of  butter  annually.  The  volume  handled  by 
the  other  three  wholesalers  in  the  market  is  estimated  to  be  not  in  excess 
of  15,000,000  pounds  annually. 

In  the  Chicago  market,  there  are  also  several  food  distributors  who, 
although  they  cannot  be  accurately  described  as  butter  ^olesalers,  are 
very  important  factors  in  the  wholesale  butter  market  at  times.  These  food 
distributors  are  not  in  the  business  of  distributing  butter  and  at  times  may 
be  out  of  the  butter  business  entirely.  When  they  see  the  possibility  of 
making  a  speculative  gain  they  may  buy  or  sell  large  quantities  of  butter 
in  the  open  market.  They  are  also  important  factors  in  the  butter  futures 
market. 
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The  Chicago  market  has  few  butter  jobbers  lAo  may  not  also  be  classed 
as  wholesfiders  and  they  are  an  unimportant  factor  in  the  distribution  of 
butter.  The  jobbing  function  is  carried  out  by  the  \Aolesalers  and  the 
large  chainstores,  the  meatpackers,  the  large  dairy  corporations,  and  the 
large  buttei^-marketing  cooperatives,  all  of  whom  have  distributive  outlets 
in  the  city. 

One  of  the  largest  wholesalers  in  Chicago  has  a  highly  integrated 
operation,  buying  virtually  all  of  his  supplies  from  creameries  and  selling 
nearly  all  of  his  supplies  to  regular  outlets.  The  quantity  of  butter  bought 
or  sold  by  this  dealer  on  the  open  market  is  relatively  small.  This  leaves 
two  large  wholesalers  as  the  important  open-market  distributors  of  wholesale 
bulk  butter.  Available  information  indicated  that  these  two  vAolesalers  are 
important  sources  of  supply  of  irtiolesale  bulk  butter  for  those  New  York 
dealers  who  depend  on  other  dealers  for  supplies. 

The  Chicago  butter  market  is  in  many  respects  a  national  market  rather 
than  a  local  market.  Receipts  at  Chicago  amounted  to  about  13  percent  of 
the  butter  produced  in  1951,  but  the  population  of  the  Chicago  metropolitan 
area  was  only  about  3  percent  of  the  population  of  the  United  States.  It 
is  in  Chicago,  rather  than  in  New  York,  that  surpluses  generally  are  disposed 
of  or  supplies  obtained. 

The  New  York  Wholesale  Butter  Farket 

The  New  York  wholesale  butter  market  is  located  in  a  very  compact 
area  in  lower  Manhattan  bounded  by  Hudson,  Greenwich,  Franklin,  and  Chambers 
Streets  on  the  East,  West,  North,  and  South,  respectively.  Within  this  area 
are  located  nearly  all  the  important  butter  wholesalers  and  jobbers  and  the 
New  York  Mercantile  Exchange,  Most  of  the  najor  egg  receivers  and  distribu- 
tors also  are  located  in  this  area. 

The  butter  receivers  and  distributors'  places  of  business  line  the 
narrow  streets.  The  typical  wholesaler's  house  is  a  narrow  2-or„3-story 
building.  It  is  not  imcommon  to  find  as  many  as  25  or  30  different  whole- 
salers or  jobbers'  stores  located  in  a  single  block. 

There  are  probably  not  more  than  12  to  15  dealers  who  nay  be  classed 
as  vrtiolesalers  in  the  nmrket,  but  there  are  approximately  150  butter  jobbers. 
The  important  chainstores,  the  meatpackers,  the  large  butte3>>imrketing  co- 
operatives, and  the  large  dairy  corporations  all  have  important  distributive 
outlets  in  New  York.  One  large  Chicago  wholesaler  has  a  New  York  branch, 
and  another  Chicago  wholesaler  has  a  New  York  representative  who  is  a  member 
of  the  mercantile  exchange. 

The  estimated  quantities  of  butter  handled  by  New  York  wholesalers 
total  about  65,000,000  pounds,  but  this  figure  includes  probably  15,000,000 
pounds  of  open-market  trading  between  wholesalers. 

New  York  is  more  of  a  consuming  market  than  a  distributive  market, 
A  larger  proportion  of  the  butter  received  in  the  New  York  market  is  sold 
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and  consimed  in  or  near  the  metropolitan  area  than  in  Chicago,  Relatively 
little  butter  is  sold  to  the  large  secondary  markets  such  as  Boston  or 
Hiiladeljdiia;  such  markets  receive  their  shipments  directly  from  creameries 
in  the  Midwest  or  from  Mdwestem  vdiolesale  distributors  and  integrated 
marketing  organizations  such  as  the  chainstores,  large  dairy  corporations, 
and  the  meatpackers. 

Another  characteristic  of  the  New  York  butter  market  is  that  the 
jobber  is  a  much  more  important  factor  in  the  marketing  of  butter  than  in 
most  other  markets  at  the  present  time.  This  is  owing  primarily  to  the 
large  number  of  small  grocery  stores,  delic».tessens,  restaurants,  and  hotels 
in  New  York, 

Another  factor  influencing  the  number  of  jobbers  in  the  market  is  the 
demand  for  specialty  butter  products,  petrticul/arly  sweet  butter  and  ^riiipped 
butter. 

The  operations  of  even  the  larger  v^olesalers  in  New  York  are  small 
compared  with  the  volumes  of  butter  handled  by  several  Chicago  wholesalers. 
No  wholesaler  in  New  York  handles  more  than  15  to  20  million  pounds  of 
butter,  and  only  4-  or  5  ^olesalers  are  in  the  10  to  15  million  pound 
categoiy.  The  operations  of  the  New  York  wholesalers  have  changed  less 
than  have  those  of  the  Chicago  vdiolesalers ,  In  New  York,  there  are  a  few 
butter  dealers  who  regularly  wholesale  bulk  butter  and  ^o  buy  a  sizable 
proportion  of  their  supplies  from  other  dealers  rather  than  direct  from 
creameries . 

One  of  the  larger  distributoi^  in  the  New  York  market  obtains  nearly 
all  of  his  supplies  of  butter  from  other  dealers  in  the  market  and  from 
Chicago  dealers  and  practically  none  of  his  supj^es  directly  from   creameries. 
There  is  considerably  more  open-market  trading  between  dealers  in  New  York 
than  in  Chicago,  and  for  this  reason  the  basis  for  reporting  wholesale 
selling  prices  on  open-market  sales  is  probably  broader  in  New  York  than 
in  Chicago. (  See  table  3  page  27 .  ) 
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THE  SPOT  BUTTER  MARKETS  OF  THE  MERCANTILE  EXCHANGES 


Trading  on  the  spot  butter  markets  of  the  Chicago  and  New  York 
mercantile  exchanges  provides  most  of  the  information  on  which  commercial 
market  reporters  base  their  price  reports  or  "quotations,"  The  exchanges 
do  not  make  or  quote  prices.  They  take  the  position  that  they  merely 
provide  a  market  place  where  buyer  and  seller  may  meet,  and  that  any  in- 
terpretation which  is  made  of  the  trading  which  takes  place  is  not  under 
their  control  and  for  that  reason  is  not  something  for  which  they  assume 
any  responsibility.  Nevertheless,  the  value-establishing  function  of 
exchange  trading  ought  not  to  be  disregarded.  Since  the  exchange  trading 
plays  such  an  all-important  part  in  establishing  the  quotation,  the 
nature  of  trading  on  the  mercantile  exchanges  and  the  rules  under  which 
such  trading  is  conducted  are  important. 


The  Chicago  Mercantile  Exchange 

The  Chicago  Mercantile  Exchange  was  organized  in  1919  as  a  non- 
profit organization.  It  provides  facilities  for  trading  in  cash  or 
futures  contracts  for  eggs,  butter,  onions,  apples,  potatoes,  frozen 
eggs,  and  dressed  poultry.  The  exchange  is  governed  by  a  board  of  di- 
rectors who  have  adopted  rules  and  regulations  governing  all  operations. 
A  business  manager  is  responsible  for  execution  of  such  rules  and  regu- 
lations. 

The  Chicago  Mercantile  Exchange  has  been  designated  as  a  contract 
market  by  the  Secretary  of  Agriculture  in  accordance  with  the  Commodity 
Exchange  Act  and  members  of  the  exchange  are  required  to  comply  with  all 
provisions  of  that  act. 

Ifembership  of  the  exchange  is  limited  to  500.  Memberships  are 
available  to  anyone  of  acceptable  financial,  moral,  and  commercial 
standing.  The  exchange  has  at  present  60  clearinghouse  members. 
Clearinghouse  members  execute  all  trades  on  the  floor  of  the  exchange 
for  nonmembers  and  for  other  members.  Any  partnership  or  corporation  of 
which  two  of  the  officers  or  partners  are  members  may  become  a  member  of 
the  clearinghouse.  Of  the  clearinghouse  members,  16  are  important  dis- 
tributors of  butter.  Several  of  the  most  important  distributors  are  not 
clearinghouse  members;  they  can,  however,  trade  on  the  exchange  through 
brokers  who  are  members  of  the  clearinghouse. 


How  trading  Is  conducted 

Trading  in  cash  butter  is  conducted  by  voice.  Those  who  have 
butter  to  sell  offer  it  for  sale  and  such  offers  are  posted  in  the  order 
made,  on  the  offer  board,  along  with  the  price  at  which  the  offer  was 
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made  and  the  grade  and  quantity  offered.  Those  interested  in  buying,  call 
out  bids.  Such  bids  are  posted  in  order  on  the  bid  board  along  with  in- 
formation as  to  the  grade  and  quantity  bid  on  and  the  price.  All  bids  or 
offers  remain  on  their  respective  boards  until  they  are  withdrawn  by  the 
maker  or  are  accepted  by  another  broker.  Transactions  become  official 
when  a  bid  and  an  offer  are  matched.  The  transaction  is  then  recorded 
on  the  sales  board,  and  the  time  at  which  the  transaction  was  completed 
is  listed.  Figure  1  shows  the  spot  butter  board  of  the  Chicago  Mercantile 
Exchange  at  the  close  of  a  day's  trading.  The  offers,  bids,  and  sales 
are  listed  in  their  respective  columns. 

Rules  governinfT  trading  in  spot  butter 

Rules  relating  to  the  trading  in  various  commodities  on  the  mer- 
cantile exchanges  are  necessarily  very  detailed  and  cover  all  phases  of 
the  transaction. 

The  Rules  regulating  trading  in  spot  butter  affect  the  use  of  the 
exchange  as  a  market  place,  the  costs  of  buying  or  selling  on  the  ex- 
change, characteristics  of  butter  which  may  be  obtained,  and  the  ease 
with  which  exchange  facilities  may  be  used.  What  is  more  important  from 
the  standpoint  of  the  quotation,  the  rules  may  affect  the  price  at  which 
dealers  are  willing  to  buy  or  sell  butter  on  the  exchange  relative  to 
prices  in  open-market  transactions. 

Important  rules  of  the  Chicago  Mercantile  Exchange  regulating  the 
spot  butter  call  may  be  summarized  as  follows: 

1.  Butter  must  be  delivered  from  a  defined  area  within  the  city 

of  Chicago  which  includes  the  major  produce  warehouses, 
produce  markets,  and  railroad  terminals.  It  must  be  on 
track,  in  store,  or  in  the  cooler  room  of  an  approved  ware- 
house . 

2.  Butter  must  be  tendered  for  delivery  by  noon  of  the  first 

business  day  following  day  of  sale. 

3.  Butter  must  carry  inspection  and  weight  certificate  when 

tendered  for  delivery.  (Such  inspection  and  grading  is 
presently  being  performed  by  USDA  graders.) 

U,     Each  offer  must  specify  grade,  whether  fresh  or  storage,  and 
place  of  delivery. 

5.  Minimum  price  change  is  l/4  cent. 

fc).  Offerings  must  be  straight  lots  (one  creamery's  make  of  one 
grade  packed  uniformly  at  one  time,  unless  posted  as  mis- 
cellaneous lots) .  No  lot  shall  contain  less  than  50  boxes. 
The  minimum  trading  unit,  therefore,  is  50  boxes  (about 
3,200  pounds).  In  delivering  miscellaneous  lots,  no  lot 
shall  contain  less  than  50  boxes. 
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Figure  1. — Spot  butter  board  of  the  Chicago  Tfercantile 

Exchange, 
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7.  Bids  and  offers  shall  be  for  bulk  butter  packed  in  corrugated 

or  fiber  boxes  or  new  or  reconditioned  tubs.  Weights  of 
packages  must  be  in  the  range  of  50  to  80  pounds. 

8.  Branded  butter  may  not  be  offered. 

Butter  is  not  available  for  personal  inspection  by  the  prospective 
buyers  prior  to  purchase. 

Because  of  the  fact  that  butter  sold  on  the  spot  call  must  be 
tendered  for  delivery  by  noon  of  the  day  following  sale  and  must  be  de- 
livered in  the  city  of  Chicago,  it  is  difficult  for  butter  which  is  not 
located  in  or  near  Chicago  to  be  offered  for  sale  on  the  spot  call. 

The  butter  rules  of  the  Chicago  Mercantile  Exchange  were  amended 
on  May  2Kt   19^8,  to  provide  for  an  additional  option:  a  72-hcur  call, 
which  was  designed  to  facilitate  offerings  of  butter  from  various  points 
in  the  butter-producing  areas.  10/  This  amendment  to  the  rules  provided 
that  butter  might  be  offered  on  the  72-hour  call  for  delivery  not  later 
than  noon  of  the  third  day  after  the  day  of  sale.  Receivers  have  chosen 
not  to  use  the  72-hour  call.  Since  it  was  adopted  in  194.8  virtually  no 
butter  has  been  sold  on  it.  It  is  significant  that  the  attempt  to 
broaden  the  trading  base  by  adopting  the  72-hour  call  was  unsuccessful. 
Apparently  it  was  not  suited  to  the  needs  of  the  trade. 

The  New  York  Mercantile  Exchange 

The  New  York  Mercantile  Exchange  was  founded  in  1872.  Commodities 
traded  there  are  butter,  eggs,  turkeys,  rice,  potatoes,  dry  beans,  and 
onions.  The  exchange  is  located  at  6  Harrison  Street  in  the  heart  of  the 
New  York  wholesale  butter  market.  Membership  is  available  to  anyone  of 
suitable  financial,  commercial,  and  moral  standing.  The  membership  at 
the  present  time  is  367. 

Rules  governing  trading 

Rules  regulating  trading  in  butter  on  the  spot  call  of  the  New  York 
Mercantile  Exchange  are  very  similar  to  those  of  the  Chicago  Mercantile 
Exchange.  Members  of  the  New  York  Mercantile  Exchange  may  trade  as 
brokers  for  other  members  or  for  nonmembers.  Rules  with  respect  to 
delivery  of  butter  sold  on  the  spot  call  differ  slightly  from  those  at 
Chicago,  At  Chicago  butter  must  be  delivered  within  2U   hours  of  sale, 
whereas  butter  sold  on  the  spot  call  at  New  York  must  be  ready  for 
immediate  delivery.  However,  at  New  York  the  seller  has  the  option  of  two 
tenders;  first  tender  must  be  ready  for  immediate  inspection,  and  if 
butter  does  not  appear  of  grade  and  class  sold,  second  and  final  tender 
must  be  made  not  later  than  3  p.m.  of  the  day  of  sale. 


10/  The  amendment  was  adopted  on  the  basis  of  recommendations  made 
by  a  committee  comprised  of  representatives  of  several  large  butter  re- 
ceivers, butter-marketing  cooperatives,  and  creameries.  This  committee 
was  formed  early  in  194.8,  a  time  when  butter  prices  were  fluctuating 
severely.  The  committee  was  known  as  the  Tri-State  Butter  Committee, 
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The  New  York  Mercantile  Exchange  has  another  cash  butter  call  which 
is  described  as  "Seller  PM."  Butter  sold  "Seller  PM"  must  be  ready  for 
delivery  by  3  p.m.  of  the  day  of  sale.  The  New  York  Exchange  also  has  a 
call  described  as  "Ten  Day  Option"  which  provides  for  delivery  in  accord- 
ance with  spot  butter  rules  in  a  period  not  to  exceed  ten  days.  The 
"Seller  PM"  call  and  the  "Ten  Day  Option"  are  rarely  used. 


Costs  of  Buying  and  Selling  on  the  Spot  Butter  Markets 

Buying  and  selling  of  butter  on  the  spot  markets  of  the  mercantile 
exchanges  involve  certain  costs  which  might  not  be  involved  in  open- 
market  trading. 

1.  Grading  costs  are  borne  jointly  by  seller  and  buyer  and  amount 

to  approximately  4/100  cent  per  pound. 

2.  Brokerage  fees  established  by  the  Chicago  Mercantile  Exchange 

are  l/8  cent  per  pound  for  members  trading  through  clearing- 
house members  and  I/4.  cent  per  pound  for  nonmembers. 
Clearinghouse  members  trading  for  their  own  account  pay  no 
brokerage  fee.  New  York  Mercantile  Exchange  brokerage  fees 
are  5  cents  per  package  (about  0.1  cent  per  pound)  with 
respect  to  transactions  by  members  for  other  members,  I/4 
cent  per  pound  for  nonresident  members  and  l/2  cent  per 
pound  for  nonmembers.  Members  trading  for  their  own  account 
pay  no  brokerage  fee. 

3.  For  dealers  not  customarily  doing  business  in  Chicago  or 

New  York,  there  is  the  cost  and  inconvenience  of  diverting 
butter  into  Chicago  or  New  York  in  order  to  be  able  to  offer 
the  butter  on  the  spot  board,  or  the  possible  inconvenience 
of  accepting  delivery  at  Chicago  or  New  York. 

Significance  of  Certain  Rules  Governing  Trading  in  Spot  Butter 

The  fact  that  butter  sold  on  the  spot  call  must  be  ready  for  Zk" 
hour  delivery  in  Chicago  and  immediate  delivery  in  New  York  tends  to 
limit  the  amount  of  butter  available  for  trading  on  the  spot  call  at  any 
particular  time.  The  quotations  resulting  from  trading  on  the  spot 
butter  boards  of  the  Chicago  and  New  York  mercantile  exchanges  are  used 
as  the  basis  for  determining  butter  prices  throughout  most  of  the  country, 
yet  rules  requiring  delivery  from  points  in  Chicago  and  New  York  may  tend 
to  overemphasize  local  market  conditions  at  times.  Butter  distributors 
assembling  supplies  at  country  points  rather  than  in  Chicago  or  New  York 
find  it  more  difficult  and  more  costly  to  use  the  facilities  of  the 
mercantile  exchanges  than  do  wholesalers  and  other  distributors  who  re- 
ceive and  distribute  butter  in  Chicago  and  New  York.  Creameries  find  it 
difficult  to  use  the  facilities  of  the  exchanges  because  of  rules  re- 
quiring that  butter  which  is  sold  on  the  exchange  must  be  delivered  at 
Chicago  or  New  York  within  a  limited  time. 
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The  fact  that  butter  bought  on  the  exchange  must  be  purchased  with- 
out the  buyer  having  adequate  knowledge  of  color,  salt,  or  certain  other 
characteristics  of  the  butter  was  given  by  some  receivers  as  a  reason  why 
they  preferred  to  buy  supplementary  siq^plies  from  other  dealers  on  the 
open  market  rather  than  on  the  spot  call.  This  point  is  related  to  the 
"butter  rules"  to  the  extent  that  it  might  be  possible,  through  amending 
the  rules,  to  permit  more  detailed  description  than  is  now  possible  of 
butter  being  offered  or  bid  for. 

Butter  Futures  Market 

The  most  active  butter  futures  market  is  that  of  the  Chicago 
Mercantile  Exchange.  The  New  York  Mercantile  Exchange  also  has  a  butter 
futures  call  but  it  is  relatively  much  less  important  than  that  at 
Chicago.  The  futures  market  is  used  by  the  trade  in  hedging  storage 
holdings  of  butter  and  to  some  extent  by  ice  cream  manufacturers  and 
other  dairy  product  processors  as  a  hedge  against  market  fluctuations, 
particularly  in  hedging  storage  cream.   Studies  made  by  the  Commodity 
Exchange  Authority  indicated  that  open  contracts  at  the  end  of  January 
19iil  were  equal  to  about  33  percent  of  storage  holdings.  This  proportion 
was  approximately  the  same  as  that  in  the  preceding  5  years.  11/ 

Ordinarily  prices  in  the  futures  market  and  the  spot  market  are 
closely  related  to  one  another,  the  futures  market  theoretically  exceeding 
the  spot  market  at  a  given  time  by  the  cost  of  carrying  butter  from  that 
time  to  the  closing  date  of  the  futures  contract.  Theoretically,  if  this 
relationship  gets  out  of  line,  adjustments  immediately  take  place  which 
tend  to  restore  this  relationship. 

Sales  of  butter  futures  contracts  for  delivery  in  November  and 
December  1951  and  January  and  March  1952  amounted  to  102  million  pounds, 
1.2  million  pounds,  ^L   million  pounds,  and  1.1  million  pounds,  respectively. 

During  the  into-storage  season  the  November  futures  market  tends 
to  have  a  stabilizing  influence  on  the  spot  market.  This  influence  is  not 
present  to  the  same  extent  during  much  of  the  out-of- storage  season. 

At  times,  changes  in  the  spot  market  appear  to  be  directly  related 
to  speculative  activity  in  the  futures  market.  Also,  the  demand  for  butter 
to  meet  outstanding  commitments  in  the  futures  market  near  the  end  of  the 
delivery  period  creates  an  element  of  denand  which  may  have  considerable 
influence  on  the  cash  market. 

The  cash  prices  of  certain  commodities,  such  as  cotton,  are  often 
based  on  a  stipulated  discount  under  a  designated  cotton  future.   Some 
have  suggested  that  spot  butter  prices  might  be  related  by  means  of  a 
specified  schedule  of  discounts  to  the  butter  futures  market.  Further 
analysis  of  the  relationship  of  the  spot  and  futures  markets  appears 
desirable. 


11/  Analysis  of  Open  Contracts  in  Butter  Futures  on  the  Chicago 
Mercantile  Exchange  as  of  January  31,  19^42,  U.S,D.A.  C.E.A.  9  pp.  (March 
19^,) 
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BUTTER  PRICE  QUOTATIONS 

Under  the  present  butter-marketing  system,  the  creamery  depends  on 
a  daily  market  quotation  to  use  as  a  basis  for  selling  butter.  Receivers 
are  likewise  dependent  on  a  daily  price  quotation  for  use  in  buying  butter 
from  creameries  and  also  for  selling  butter  to  their  customers. 

The  exchanges  issue  no  price  quotations  themselves.  It  is  necessary 
that,  by  some  means,  the  activity  v/hich  takes  place  on  the  exchanges  be  inter- 
preted and  that  the  interpretation  of  this  trading  be  publicly  posted.  This 
function  is  performed  by  private  market  reporters,  and  by  market  reporters 
of  the  USDA  Market  News  Service,  who  observe  and  report  trading  on  the  mer- 
cantile exchanges  as  one  phase  of  their  reporting  of  daily  wholesale  sell- 
ing prices  for  butter. 

The  manner  in  which  the  offering,  bidding,  buying,  and  selling  which 
take  place  on  the  exchanges  is  translated  into  the  quotations  issued  ty  the 
commercial  reporter,  and  also  the  manner  in  which  the  wholesale  selling 
prices  reported  by  the  USDA  Market  News  Service  are  arrived  at  are  important 
aspects  of  the  butter  price  system. 

The  Commercial  Quotations 

The  Umer-Barry  Publishing  Company  issues  daily  price  quotations  for 
the  New  York  butter  market  and  the  Aberdeen  Press  issues  daily  price  quo- 
tations for  the  Chicago  butter  market.  Both  concerns  are  privately  owned 
market  reporting  agencies  and  they  quote  daily  prices  for  other  commodities 
Including  eggs,  poultry,  cheese,  fresh  fruits,  and  vegetables,  as  well  as 
butter.  The  Umer-Barry  market  report  is  entitled  "The  Producers'  Price 
Current,"  the  Aberdeen  Press  daily  report  is  entitled  "Chicago  Price  Current." 
Both  agencies  indicate  that  their  price  quotations  merely  represent* their 
judgment  of  the  market.  The  price  quotations  issued  by  these  two  agencies 
are  used  very  widely  by  the  trade  as  the  basis  for  buying  and  selling  butter 
and  are  referred  to  tr^-  the  trade  as  "the  market,"  The  Umer-Barry  Company 
includes  a  statement  on  its  daily  reports  to  the  effect  that  its  butter  prices 
are  based  exclusively  on  trading  on  the  New  York  Mercantile  Exchange.  The 
Aberdeen  Press  carries  a  statement  on  the  masthead  of  its  daily  report  indi- 
cating that  prices  reported  are  indicative  of  the  Chicago  market  trend  Tintil 
10:30  a,m.  The  butter  prices  reported  in  Chicago  Price  Current  are  based 
exclusively  on  exchange  trading. 

Butter  prices  reported  in  Chicago  Price  Current  for  Chicago  and  Pro- 
ducers Price  Current  for  New  York  are  based  on  bids  to  buy,  offers  to  sell, 
and  sales  on  the  mercantile  exchanges.  Occasionally,  no  bids  or  offers  are 
made  and  no  butter  is  sold  on  the  exchange.  In  such  cases  prices  which  pre- 
vailed for  the  previous  day  are  usually  reported  unchanged,  the  reporter  in- 
ferring that  the  trade  is  generally  satisfied  with  existing  values. 
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Sales  provide  a  better  basis  for  quoting  a  price  than  do  bids  or  offers. 
Unfilled  bids  to  buy  or  uncovered  offers  to  sell  -nay  at  times  provide  a  reason- 
able basis  for  reporting  prices.  Unfilled  bids  theoretically  indicate  the 
maximum  price  at  which  buyers  are  willing  to  buy  on  the  exchange,  and  provide 
a  floor  at  which  butter  could  have  been  sold  if  anyone  had  been  \d.lling  to 
sell  that  cheaply.   If  the  bid  serves  to  establish  the  "market"  for  the  day 
the  price  so  established  (the  quotation)  is  related  by  a  more  or  less  rigid 
system  of  premiums  to  the  price  at  which  settlement  will  be  made  during  the 
day  on  millions  of  pounds  of  butter.  Llke\d.se,  uncovered  offers  indicate 
the  minimum  price  at  which  sellers  are  willing  to  sell  butter  on  the  exchange, 
and  indicate  a  ceiling  which  no  bu3rer  was  willing  to  pay  to  complete  a  trans- 
action. An  uncovered  offer  if  it  serves  to  establish  the  market  will  then 
be  directly  related  to  the  price  at  which  large  quantities  of  butter  will 
be  sold.  When  bids  and  offers  fall  within  a  narrow  range,  it  indicates 
general  agreement  as  to  value.  A  wide  range,  between  bids  and  offers,  indi- 
cates disagreement  as  to  value  or  rapid  change  in  sentiment  during  the  trad- 
ing session. 

In  interpreting  the  signjjficance  of  bids  and  offers,  the  reporter 
must  consider  them  in  light  of  the  previous  day's  market.  For  instance,  an 
unfilled  bid  to  buy  provides  the  basis  for  raising  the  market  since  it  is 
assurance  that  a  transaction  at  a  higher  price  could  be  completed.  But,  it 
would  not  provide  the  basis  for  lowering  the  market,  since  an  offer  to  sell 
at  a  lower  price  would  be  needed  to  establish  the  likelihood  of  a  sale  at  a 
lower  price.  Likewise,  while  an  uncovered  offer  provides  the  basis  for  lower- 
ing the  market,  it  would  not  provide  basis  for  raising  the  market  over  the 
previous  day's  quotation. 

The  Urner-Barry  and  the  Chicago  Price  CJurrent  reporters  must  exercise 
considerable  judgment  in  interpreting  the  significance  of  bids,  offers,  and 
sales  in  issuing  their  quotations  for  the  day. 

After  observing  the  trading  in  spot  butter  which  takes  clace  betvreen 
10:15  and  10:30  a.m.  on  the  New  York  Mercantile  Exchange,  the  Urner-Barry 
representative  determines  what  his  quotations  for  the  day  will  be  and  posts 
them  on  a  space  provided  for  the  purpose  at  the  mercantile  exchange.  The 
Chicago  Price  Current  quotations  are  likewise  posted  on  a  board  at  the 
Chicago  Mercantile  Exchange  shortly  after  the  close  of  the  trading  session 
at  10:00  a.m. 

Example  of  How  Quotations  are  Established 

Table  1  shows  the  offers,  bids,  and  sales  made  on  I^ferch  31  and  April  2, 
1952,  on  the  Chicago  Marcantile  Exchange  and  the  quotations  which  were  pub- 
lished in  Chicago  Price  Current  for  those  days.  By  following  individual  trans- 
actions it  is  possible  to  get  some  idea  of  the  nature  of  the  offering  and  bid- 
ding which  takes  place  on  the  spot  call.  Generally,  offers  and  bids  appear 
to  be  made  in  such  a  manner  as  to  facilitate  the  job  of  the  commercial  reporter. 

On  March  31  bids  for  93  score  butter  of  68  1/2,  68  3/A,  and  69  cents 
by  brokers  A,  B,  and  C  attracted  no  sellers.  Offers  at  69  l/2  and  69  1/4 
cents  by  broker  D  attracted  no  buyers.  Then  100  boxes  were  offered  by  broker  D 
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Table  1. — Trading  in  spot  butter,  Chicago  Mercantile 
Exchange,  March  31  and  April  2,  1952 


Offerer 
or 

\   Amount 

:  Score 

; Offering 

Bidder 
or 

:  Amount 
bid 

;  Score 

;  Bid  ; 

Sell- 
ing 

Chicago 
Price  Current 

seller 

\   offered 

\   price 

buyer 

for 

[price] 

price 

Quotation 

'  Cents 
■ 

! 

Cents : 

Gents 

Score     Price 

(^k^ch  28) 

93       69  1/4 

. 

92        69  \/k 

> 
» 

90  cars    68  1/2 

90  LCL     67  1/2 

Monday  l^rch  31 

1  l'^'?2 

.681/2 i 
!  683/4.: 

89  cars    67  1/2 

A 

■300  boxes 

:  93 

89  LCL    67 

B 

300  boxes 

:  93 

C 

300  boxes 

:  93 

!  69  i 

(I^irch  31) 

D 

OOO  boxes 

'.     93 

'.   69  1/2 

93      ,769  1/2 

D 

:300  boxes 

:  93 

!  69  lA 

92    ,.'"  ^69 

D 

:100  boxes 

:  93 

:  69 

C 

:100  boxes 

i  93 

69 

90  cars  ,'''69 

C 

ilOO  boxes 

!  93 

!  69  1/2 

>^i^ 

90'LCL'^  /'^68 

c 

:300  boxes 

i  93 

'-'89  .cars^--'  68 

c 

:300  boxes 

:  93 

'.          ( 

69I/2) 

89''LCL'  /  67  1/2 

D 

:300  boxes 

93 

i  69  1/2 

X 

^     ^ 

/(April  1) 

A 

!300  boxes 

':     92 

1 68  ; 

/ 

93  /■     69 

B 

:300  boxes 

:  92 

:68V^i 

/ 

/'92/'     ,^68  3/U 

D 

:100  boxes 

92 

i  68  3/U 

B 

:100  boxes 

:  92 

y — N,/ 

'683/^ 

'     90  cars  ,'1-5^68  3/4 

:100  boxes 

:  92 

:(6?)  : 

/ 

/90  LCL  1' 
-  89  cars  1 

67  3/4 

/ 

67  3/4 

A 

'  1  car 

:  90 

•  68,  i 

6814: 
•6834: 

/ 
/ 
/  ' 

89  LCL  ; 

67  1/4 

B 

!  1  car 

:  90 

/ 

1 

B 

:  1  car 

:  90 

/ 

(April 

2) 

B 

!  1  car 

:  90 

M    : 

93     1 

,769 

®" 

92    .'IV68  3/4. 

F 

300  boxes 

•  89 

90  ,car  ^>68  3/4- 

,90'  LCL    67  3/4 

''  89  cars    67  3/4 

Wednesc 

lay  AtjtII  < 

>,  195< 

6fll/2i 

89  LCL    67  1/4 

A   : 

300  boxes 

93  i 

"                 '    /  ^ 

C 

300  boxes. 

93  • 

¥j  '' 

G    ! 

H    ! 

1  car 
50  boxes- 

90  : 
90  . 

67I/2S 

Arrows  indicate  basis  for  prices  which  were  quoted. 
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at  69  cents.  This  offer  aiatched  in  part  a  previous  bid  of  broker  C  and  there- 
fore resulted  in  a  sale.  The  300  boxes  offered  at  69  l/4  cents  by  broker  D 
were  bought  by  broker  C,  and  the  300  boxes  offered  by  broker  D  at  69  1/2  cents 
were  bought  by  broker  C,  This  concluded  the  trading  in  93  score  butter  and 
provided  the  basis  for  the  Chicago  Price  Current  report  quoting  the  93  score 
market  at  69  1/2  cents. 

Bids  of  68  and  68  I/4.  cents  for  92  score  butter  by  brokers  A  and  B, 
respectively,  attracted  no  sellers.  Broker  D  then  offered  100  boxes  of 
92  score  at  68  3/A  cents,  and  this  offer  was  accepted  by  broker  B,  who  had 
a  bid  on  the  board  at  1/2  cent  less  than  the  figure  at  which  he  bought. 
Broker  E  bid  69  cents  for  100  boxes  of  92  score  butter  but  found  no  sellers. 
This  concluded  the  trading  in  92  score  butter  and  the  bid  at  69  cents  pro- 
vided the  basis  for  the  commercial  reporter  quoting  the  92  score  market  at 
69  cents, 

A  bid  by  broker  A  for  one  carload  of  90  score  butter  at  63  cents 
attracted  no  sellers,  and  bids  by  broker  B  for  one  carload  of  90  score  but- 
ter at  68  1/4.,  68  3/4.,  and  69  cents  attracted  no  sellers.  The  90  score  car- 
lot  market  was  quoted  at  69  cents  on  the  basis  of  ths  unfilled  bid  at  69 
cents.  No  trading  took  place  in  less-than-carload  lots  (l.c.l.)  of  90  score 
butter  and  the  commercial  reporter  quoted  the  l.c.l,  market  for  90  score  at 
1  cent  below  the  carlot  quotation,  the  differential  which  had  prevailed  for 
the  last  7  days. 

Broker  F  bid  68  cents  for  300  boxes  of  89  score  butter.  This  was  the 
only  trading  which  took  place  for  89  score  butter.  The  commercial  reporter 
quoted  the  89  score  carlot  market  at  68  cents  and  the  l.c.l.  market  for  89 
score  butter  at  1/2  cent  less,  the  differential  which  had  prevailed  for  the 
last  20  days. 

On  April  2  no  sales  were  made  on  the  exchange.  Broker  A  bid  68  1/2 
cents  for  300  boxes  of  93  score  butter.  The  Chicago  Price  Current  reporter 
quoted  the  93  score  market  at  69  cents,  the  previous  day's  quotation  for  93 
score  butter.  No  offers  or  bids  were  made  for  92  score  and  the  price  was 
quoted  unchanged  from  the  previous  day.  Broker  G  bid  68  1/2  cents  for  one 
carload  of  90  score  butter,  but  this  bid  was  unfilled.  The  commercial  reporter 
quoted  the  90  score  carlot  market  at  68  3/4-  cents,  the  previous  day's  quota- 
tion. Broker  H  bid  67  1/2  cents  for  50  boxes  of  90  score  butter.  The  com- 
mercial reporter  quoted  the  90  score  l.c.l.  market  at  67  3/4  cents,  unchanged 
from  the  previous  day.  There  was  no  trading  in  89  score  butter  and  the  quo- 
tations for  89  score  butter  were  unchanged  from  the  previous  day. 

USDA  fferket  News  Reports 

The  U.  S,  Department  of  Agriculture  reports  wholesale  selling  prices 
for  butter  at  Chicago  and  New  York  as  well  as  at  Philadelphia,  San  Francisco, 
Los  Angeles,  and  Seattle.  Although  followed  by  the  trade,  these  reports  are 
used  only  infrequently  as  a  basis  for  buying  or  selling  butter,  since  the 
established  custom  of  the  trade  is  to  use  the  comriercial  quotations  for 
settlement  purposes.  Also,  the  fact  that  the  commercial  quotations  are 
available  earlier  in  the  day  than  are  the  prices  reported  by  USDA  makes  them 
more  suitable  for  use  as  a  pricing  base  during  the  day.  The  USDA  market 
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reporter  each  day  talks  with  buyers  and  sellers  in  the  market  and  obtains 
information  as  to  prices  at  which  butter  has  been  bought  or  sold,  as  well 
as  certain  other  information.  In  Chicago  and  New  York  he  also  observes  and 
reports  the  trading  on  the  spot  butter  call  of  the  mercantile  exchanges. 
The  following  statement  issued  by  the  Dairy  and  Poultry  Market  News  Service 
describes  the  nature  of  the  transactions  which  form  the  basis  for  reporting 
vrtiolesale  selling  prices: 

"Wholesale  prices  reported  for  butter,  cheese,  eggs,  live 
and  dressed  poultry  are  intended  to  reflect  local  prevailing  val- 
ues of  goods  of  different  grades  and  classes  sold  in  volume  in 
the  open  market  by  receivers.  This  type  of  transaction  involves 
sales  in  quantity  for  cash  or  short-time  credit  to  jobbers, 
chainstores,  and  other  buyers.  Wholesale  prices  reported  reflect 
actual  sales  as  found  by  the  market  reporters,  of  the  Market  News 
Division,  vrfio  personally  interview  buyers  and  sellers  and  ob- 
tain information  from  them  regarding  qimntities  sold  or  bought, 
grades,  and  prices.  They  apply  to  sales  of  quantities  which, 
according  to  local  custom,  constitute  wholesale  business.  As 
reported  by  the  Department,  they  include  not  only  open-market 
sales  but  also  sales  at  the  wholesale  trading  level  which  for  any 
one  of  several  reasons  may  be  made  at  a  markup  over  some  recognized 
published  quotation  used  as  a  base," 

After  observing  trading  on  the  mercantile  exchange,  the  USDA  reporter 
obtains  information  from  buyers  and  sellers  in  the  market  concerning  market 
conditions  and  prices  at  which  butter  is  being  bought  and  sold  at  wholesale. 
Such  information  is  obtained  until  about  2  o'clock  in  the  afternoon,  by  which 
time  most  of  the  day's  transactions  have  taken  place.  The  USDA  reporter 
then  prepares  a  daily  market  report  in  which  he  lists  wholesale  selling  prices 
of  butter  and  other  dairy  and  poultry  products.  This  report  is  available  at 
about  2:30  p.m.  This  daily  report  also  includes  information  as  to  receipts, 
storage  holdings,  movement  of  butter  into  retail  channels  (weekly),  production 
(weekly),  and  certain  other  statistical  information  on  dairy  and  poultry  prod- 
ucts. The  daily  reports  for  Chicago  and  New  York  are  mailed  to  a  large  number 
of  firms  and  individuals,  and  the  market  news  contained  in  them  is  reported 
by  newspapers  and  radio  stations  throughout  the  country. 

USDA  market  reporters  report  ranges  in  price,  when  found,  Urner-Barry 
reports  ranges,  but  much  less  frequently  than  does  USDA,  Chicago  Price  Ciorrent 
very  rarely  reports  ranges.  The  trade  prefers  a  single  price  rather  than  a 
range  for  settlement  and  contract  purposes. 

Wholesale  selling  prices  reported  by  USDA  are  generally  higher  than 
the  commercial  quotation.   (See  tables  15,  16,  and  17.)  This  is  explained  by 
the  fact  that  sales  of  wholesale  bulk  butter,  of  the  type  reported  by  USDA, 
which  include  both  open  market  and  contract  sales,  are  generally  made  at  mark- 
up from  1/4.  to  1/2  cent  over  the  commercial  quotation,  12/ 


12/  With  respect  to  the  wholesale  markup,  butter  receivers  indicated 
that  the  normal  wholesale  markup  was  I/4.  to  1/2  cent  per  pound  on  sales  of 
wholesale  bulk  butter  but  that  certain  "marks"  moved  at  as  much  as  a  cent 
over  the  quotation  and  certain  less  desirable  "marks"  moved  at  the  quotation 
or  only  a  very  slight  markup  over  it. 
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The  low  of  the  range  of  prices  reported  by  USDA  is  often  the  same 
as  the  coimaercial  quotation,  inasmuch  as  the  USDA  market  reporter  reports 
exchange  trading  as  well  as  "street"  trading.  A  sale  on  the  exchange  fre- 
quently appears  as  the  low  of  the  USDA  range. 

Chicago  Price  Current,  as  well  as  reporting  prices  for  less-than- 
carload  lots  of  93,  92,  90,  and  89  score  butter,  reports  a  separate  price 
for  carlots  of  90  and  89  score  butter.  Neither  USDA  nor  Umer-Barry  carry 
a  separate  grade  classification  for  carload  lots  of  90  or  89  score  butter. 

Problems  the  USDA  faces  in  Reporting  Wholesale  Selling  Prices 

In  many  respects  the  USDA  market  reporter  faces  a  more  difficult  task 
in  reporting  wholesale  selling  prices  of  butter  than  does  the  commercial 
reporter  who  reports  trading  on  the  spot  market  of  the  mercantile  exchange, 
for  the  following  reasons: 

1,  The  terms  of  transactions  on  the  mercantile  exchanges  are  clearly 

specified,  whereas  open-market  transactions  covered  by  the  USDA 
market  reporter  show  a  greater  diversity  of  terms. 

2,  Because  of  the  general  trade  practice  of  basing  sales  on  the 

Umer-Barry  or  Chicago  Price  Current  quotations,  the  USDA 
tends  to  get  information  which  is  dominated  by  the  commercial 
quotation.  The  trade  uses  the  commercial  quotations  so  generally 
there  is  a  tendency  for  receivers  not  to  report  transactions 
which  vary  markedly  from  the  commercial  quotation  and  which 
might  cause  confusion  as  to  what  the  "price"  of  butter  is. 

3,  Complete  information  as  to  factors  such  as  grade,  size  of  trans- 

action, credit  terms,  and  other  factors  influencing  price  is 
sometimes  difficult  to  obtain, 

U,     The  reporter  must  evaluate  his  sources  of  information  and  neces- 
sarily has  to  depend  on  the  sources  vrfiose  information  he  con- 
siders reliable. 


Distinctions  Between  Prices  Reported  by  USDA  and  Commercial  Butter  Quotations 

There  are  several  important  distinctions  between  the  wholesale  sell- 
ing prices  reported  by  USDA  and  the  quotations  issued  by  the  commercial 
reporters,  as  fol3.ows: 

1.  The  commercial  quotations  are  based  exclusively  on  trading  on 
the  mercantile  exchanges,  whereas  the  wholesale  selling  prices 
reported  by  USDA  reflect  wholesale  transactions  between  dealers 
in  the  open  market.  Exchange  transactions  are  only  one  of  several 
types  of  transactions  reflected  in  the  prices  reported  by  USDA, 
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2.  Trading  on  the  spot  butter  markets  of  the  exchanges  takes  place 
at  a  specified  time  each  morning  on  the  floor  of  the  exchange 
and  lasts  for  15  minutes  in  Ne.w  York  and  30  minutes  at  Chicago, 
On  the  other  hand,  open-market  wholesale  transactions  between 
dealers  take  place  throvighout  the  day,  and  at  many  different 
places  within  the  cities  of  Chicago  or  New  York.  The  commercial 
quotations  are  available  immediately  after  the  close  of  the  spot 
butter  call  in  the  morning,  whereas  the  wholesale  selling  prices 
reported  by  USDA  are  not  available  until  the  middle  of  the  after- 
noon. 

3»  The  commercial  quotations  are  used  widely  as  a  basis  for  buying 
and  selling  butter,  whereas  the  prices  reported  by  USDA  are  used 
only  infrequently  for  contractual  or  settlement  purposes. 


-24- 


BUYING  AND  SELLING  HUCTIGES  OF  WHOLESALE  BUTTER  RECEIVERS 


In  order  to  understand  and  appraise  the  manner  in  which  spot  butter 
prices  are  established,  it  appeared  desirable  to  obtain  certain  information 
with  respect  to  butter  marketing  practices,  particularly  with  respect  to 
the  following  points; 

1.  The  proportion  of  butter  which  is  marketed  in  such  a  manner 

that  it  tends  to  move  directly  from  the  creamery  into  dis- 
tributive channels  without  passing  through  the  central 
wholesale  markets. 

2.  The  ejcbent  of  open-market  trading  between  dealers  in  whole- 

sale bulk  butter. 

3.  The  extent  to  which  butter  is  sold  on  the  basis  of  fixed 

markups  over  quotations  as  compared  with  transactions 
which  involve  some  haggling  between  buyer  and  seller  as 
to  price. 

4.  The  extent  to  which  butter  is  sold  to  regular  outlets  week 

after  week. 

5.  When  and  vhy  receivers  use  the  spot  butter  boards  of  the 

New  York  £ind  Chicago  mercantile  exchanges. 

6.  The  extent  to  \diich  published  quotations  are  used  in  buying 

and  selling  butter, 

7.  The  relative  importance  of  the  following  major  types  of 

primary  receivers  in  the  distribution  of  butter:  Central 
market  iirtiolesalers,  chains  tores,  meat  packers,  dairy  market- 
ing cooperatives,  and  large  dairy  corporations. 

It  v&a   felt  that  this  information  would  contribute  to  a  better  under- 
standing of  the  nature  of  \rtiolesale  trading  on  the  open  market  and  on  the 
mercantile  exchanges. 

In  order  to  obtain  this  information  the  major  primary  receivers  of 
butter  were  asked  to  provide  certain  information  concerning  their  buying 
and  selling  practices.  Information  was  obtained  directly  from  9  wholesalers  22/ 

ii/  Two  major  wholesalers  in  the  Chicago  market  and  3  wholesalers  in  the 
New  York  market  were  unwilling  to  supply  some  of  the  information  requested. 
Rough  estimates  concerning  certain  buying  and  selling  practices  of  the  2  non- 
cooperating  \diolesalers  in  the  Chicago  market  were  made  on  the  basis  of  infor- 
mation obtained  from  several  different  sources  in  the  market,  and  such  estimates 
were  included  in  the  sample.  The  sample,  therefore,  includes  information  con- 
cerning U  wholesalers. 
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in  the  New  York  or  Chicago  markets,  6  large  dairy  corporations,  k  meatpackers , 
U  marketing  cooperatives,  and  3  chainstores. 

^farketing  agencies  for  which  information  was  obtained  sold  approxi- 
mately 870  million  pounds  of  butter  during  1951.  However,  approximtely  15 
Dercent  of  this  amount  represented  inter-dealer  transactions.  If  inter- 
dealer  transactions  are  deducted,  agencies  for  iriiich  information  was  obtained 
acted  as  the  primary  receivers  of  720  million  pounds  of  butter.  Production 
of  creamery  butter  in  1951  was  1,200  million  pounds.  Approximately,  25  per- 
cent of  creamery  butter  produced  is  sold  locally  by  creameries,  yj   leaving 
total  production  of  butter  available  for  shipping  equal  to  approximately 
900  million  pounds.  Receivers  from  whom  information  was  obtained  handled, 
therefore,  approximately  80  percent  of  total  shipped  butter  in  the  United 
States,  Table  2  shows  the  relative  volume  of  butter  handled  by  the  various 
types  of  receivers, 

procurement  of  Butter 

Information  as  to  procurement  was  obtained  in  order  to  indicate  the 
extent  to  which  major  receivers  of  butter  depend  on  creameries  as  soiirces 
of  supply  and  the  extent  to  which  they  obtain  butter  on  the  open  market 
from  other  distributors  or  other  sources.  Transactions  between  receivers 
and  creameries  are  largely  of  a  nature  which  do  not  lend  themselves  to 
daily  price  reporting. 

Procurement  of  bulk  butter  from  other  wholesalers  or  distributors 
would  be  indicative  of  a  wholesale-type  transaction.  It  is  this  type  of 
open-market  transaction  which  forms  the  basis  for  much  of  the  wholesale 
price  reporting  which  is  done.  It  is  the  type  of  trading  wnich  generally 
involves  some  bargaining  between  buyer  and  seller  independent  of  the  quo- 
tation as  to  price  and  it  probably  gives  the  dealers  the  best  "feel"  as  to 
market  conditions.  Students  of  butter  marketing  have  stressed  the  point 
that  a  great  many  of  the  problems  of  butter  price  reporting  and  quoting 
stem  from  the  fact  that  in  recent  years  the  volume  of  wholesale  trading 
between  dealers  has  declined  drastically,  leaving  a  very  "thin"  basis  for 
determining  values.  15/ 

Although  a  number  of  statements  have  been  made  concerning  the  sig- 
nificance of  the  declining  volume  of  open-market  trading,  little  or  no 
quantitative  information  for  the  postwar  period  exists  on  the  matter.  The 
information  obtained  from  receivers  as  to  sources  and  disposition  of  sup- 
plies was  obtained  primarily  to  show  the  relative  volume  of  butter  procured 
directly  from  creameries  in  contrast  to  the  volume  procured  on  the  open 
market,  and  also  to  indicate  the  relative  volume  of  butter  sold  as  wholesale 


lA/  See  p.  L2   of  the  source  cited  in  footnote  2,  p.  3, 
15/  See  sources  cited  in  footnote  2,  p,  3,  footnotes  6  and  7,  p,  5; 
also,  Sprague,  Gordon  W,  Butter  Price  Quotations  at  Chicago  (unpublished 
thesis.  University  of  Minnesota).  LU  pp,,  March  194-0;  and  Mathis,  A,  G., 
and  Hirsch,  D,  E.  Butter  Pricing  at  Iowa  Creameries,  FCA,  USDA,  38  pp. 
May  1950, 


-  26  - 

Table  2,— Relative  volume  of  butter  received  directly  from 
creameries  by  major  primary  receivers  of  butter, 
hy  type  of  receiver,  1951  2/ 


Type  of  receiver 


Estimated   : 

volunre  of   : 

butter  received: 

directly  from  : 

creameries  2/  : 

Percentage  :    Proportion 
direct    :  direct  receipts 

receipts   :   are  of  total 
are  of  total:  direct  receipts 

receipts   :of  ma.ior  receivers 

WBLllion  Txmnds 

Percent 

Percent 

157 

80 

22 

175 

83 

2U 

168 

95 

23 

106 

91 

15 

W 

68 

316 

Wholesalers  -  -  -  -  - 

Large  dairy  corporations- 
Meatpackers  ------- 

Marketing  cooperatives  - 

Chainstores  -  -  

Total  or  weighted  average 


722 


83 


100 


1/  Adapted  from  information  obtained  concerning  the  operations  of  11 
New  York  and  Chicago  wholesalei*s,  6  large  dairy  corporations,  4  meat  packers, 
4-  marketing  cooperatives,  euid  3  chain  stores.  In  most  cases,  information 
was  obtained  directly  from  receivers;  however,  in  the  case  of  2  receivers 
unwilling  to  disclose  their  volume  of  sales,  estimates  were  based  on  inform 
mation  obtained  from  other  sources.  No  information  was  obtained  from  re- 
ceivers whose  business  was  confined  to  the  West  coast. 

g/   Includes  purchases  of  butter  directly  from  creameries,  butter  obtained 
from  receiver-oiraed  creameries,  and  receipts  from  member  creameries  in  the 
case  of  marketing  cooperatives. 


bulk  butter  in  contrast  to  sales  of  a  nature  that  would  tend  to  hypasa   the 
wholesale  level  of  trade. 

Of  the  868  million  pounds  of  butter  purchased  during  1951  by  the 
receivers  interviewed,  23  percent  was  obtained  directly  from  creameries 
owned  or  operated  by  the  receiver,  12  percent  was  obtained  directly  from 
member  creameries  of  marketing  cooperatives,  4.8  percent  was  obtained 
directly  from  other  creameries,  and  16  percent  was  obtained  fraai  wholesalers 
or  other  distributors.  Less  than  1  percent  of  the  supplies  vras  obtained  on 
the  spot  butter  boards  of  the  Chicago  or  New  York  mercantile  exchanges.  In 
other  words  about  17  percent  of  the  butter  procured  by  receivers  was  pro- 
cured through  vrfiat  might  be  described  as  v*iolesale  channels. 

Table  3  shows  the  sources  from  vrtiich  butter  was  obtained  by  the  dif- 
ferent types  of  receivers.  The  large  dairy  corporations  obtained  52  percent 
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of  their  supplies  from  creameries  they  owned,  and  the  meatpackers  47  percent 
from  their  own  creameries.  The  marketing  cooperatives  obtained  nearly  all 
(91  percent)  of  their  supplies  directly  from  member  creameries.  New  York 
wholesalers  obtained  a  relatively  large  proportion  (39  percent)  of  their 
supplies  fran  other  distributors,  whereas  Chicago  wholesalers  as  a  group 
obtained  a  large  proportion  of  their  supplies  direct  from  creameries.  The 
Chicago  wholesalers  obtained  only  about  9  percent  of  their  supplies  from 
other  dealers.  This  indicates  that  there  is  considerably  more  open-market 
trading  between  dealers  in  New  York  than  there  is  in  Chicago,  and,  therefore, 
a  broader  basis  for  wholesale  price  reporting  by  the  DSDA  Market  News  Service 
in  New  York  than  in  Chicago,  The  volime  of  trading  on  the  spot  butter  board 
of  the  New  York  mercantile  exchange  is  approodjnately  the  same  as  that  on  the 
Chicago  mercantile  exchange.  The  basis  for  establishing  the  commercial  quo- 
tations in  New  York  is  probably  no  broader  than  that  in  Chicago, 

Disposition  of  Butter 

Information  as  to  disposition  of  butter  indicated  the  proportion 
which  enters  directly  into  the  wholesale  level  of  trading  and  the  proportion 
which  moves  into  distribution  at  points  farther  along  the  channels  of  dis- 
tribution, or  is  marketed  by  an  integrated  buying  and  selling  organization 
which  has  its  own  distributive  outlets  for  butter.  This  matter  is  impor- 
tant because  it  indicates  the  volime  of  butter  which  is  sold  in  such  a  way 
that  it  bypasses  the  wholesale  level  of  trade,  generally  in  such  a  manner 
that  no  independent  judgment  as  to  value  is  expressed.  Conversely,  it 
indicates  roughly  the  volume  of  wholesale  selling  available  for  wholesale 
price  reporting  purposes. 

The  survey  indicated  that  roughly  12  percent  of  the  butter  sold  by 
the  receivers  interviewed  was  sold  in  bulk  to  wholes€uLers,  large  chainstores, 
meatpackers,  and  large  dairy  corporations,  45  percent  through  receivers'  own 
distributive  outlets,  7  percent  in  prints  to  chainstores,  meatpackers,  and 
large  dairy  corporations,  30  percent  to  retailers  and  institutional  users, 
5  percent  to  jobbers,  and  about  1  percent  on  the  spot  butter  boards  of  the 
Chicago  or  New  York  mercantile  exchanges.  About  85  percent  of  the  butter 
distributed  by  agencies  from  whan  information  was  obtained  was  marketed  in 
such  a  way  that  it  did  not  directly  enter  the  wholesale  level  of  trade. 

Table  4  shows  the  proportions  of  butter  sold  to  various  types  of 
outlets  by  the  various  types  of  primary  receivers.  It  is  notable  that  the 
New  York  vrtiolesalers,  vdio  were  relatively  heavy  open-market  buyers,  were 
equally  heavy  open-^narket  sellers  of  wholesale  bulk  butter.  Two  of  the 
marketing  cooperatives  sold  sizable  quantities  of  wholesale  bulk  butter. 
Many  of  these  sales  were  sales  to  regular  customers  and  not  characteristic 
of  wholesale  transactions  where  some  bargaining  as  to  price  between  buyer 
and  seller  exists,  and  where  judgment  as  to  value  independent  of  the  quo- 
tation is  expressed.  Certain  of  the  large  dairy  corporations  are  at  times 
relatively  heavy  open-market  sellers.  The  chainstores  and  the  meatpackers 
sold  very  little  wholesale  bulk  butter  on  the  open  market. 
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Purchases  and  Sales  at  Fixed  Differentials  to  the  Quotation 

and  Open-Market  Transactions 

In  order  to  get  further  information  on  the  nature  of  buying  and 
selling  practices  \^iich  were  directly  related  to  the  problem  of  wholesale 
price  determination,  information  was  obtained  on  how  much  butter  was  bought 
on  the  basis  of  a  fixed  and  previously  agreed  on  differential  relative  to  a 
quotation  and  how  much  was  bought  on  the  basis  of  some  bargaining  as  to 
price.  The  same  type  of  information  was  obtained  with  respect  to  sales. 
This  information  sheds  further  light  on  the  questions  of  what  proportion 
of  the  butter  is  marketed  in  such  a  manner  that  independent  judgment  is 
exercised  as  to  what  butter  is  worth,  and  how  much  is  priced  more  or  less 
automatically  on  the  tesis  of  the  quotation  plus  a  fixed  markup.  For  price- 
reporting  purposes,  only  the  former  type  of  transaction  provides  information 
as  to  changes  in  the  price  of  butter  other  than  changes  which  are  reflected 
in  the  commercial  quotations.  Furthermore,  it  would  appear  that  the  larger 
the  volume  of  open-market  trading  the  better  able  those  who  tarade  on  the 
mercantile  exdianges  would  be  to  sense  changes  in  actual  supply-demand 
conditions  and  to  adjust  prices  accordingly. 

About  50  percent  of  the  butter  procured  by  the  receivers  interviewed 
was  bought  on  the  basis  of  a  fixed  and  previously  agreed  on  differential 
relative  to  the  quotation,  35  percent  was  handled  on  the  basis  of  intra- 
company  transactions,  and  about  15  percent  was  bought  on  the  basis  of  some 
bargaining  as  to  price  which  was  independent  of  the  quotation.  Table  5 
shows  the  basis  on  vdiich  supplies  were  bought  by  varioias  types  of  receivers. 

On  the  selling  side,  receivers  sold  90  percent  of  their  supplies  on 
the  basis  of  a  fixed  differential  relative  to  the  quotation,  and  10  percent 
on  the  basis  of  some  bargaining  as  to  price.  Table  5  shows  a  breakdown,  by 
various  types  of  receivers  of  selling  arrangements. 

These  data  indicate  the  dependence  which  receivers  place  on  the 
quotation  as  a  measure  of  value,  both  for  buying  and  selling  butter.  The 
data  also  support  the  findings  of  other  workers  to  the  effect  that  the 
volume  of  open-market  trading  in  vholeaale   bulk  butter  is  relatively 
limited. 


Proportion  of  Butter  Sold  to  Regular  Outlets 

A  measure  of  the  proportion  of  supplies  of  butter  which  are  available 
for  wholesale  trading  is  the  extent  to  which  supplies  of  butter  are  com- 
mitted to  a  regular  trade.  The  chainstores,  for  instance,  adjust  their 
procurement  very  closely  with  the  demands  of  their  retail  outlets,  and  nearly 
all  the  butter  they  procure  is  purchased  for  the  purpose  of  supplying  their 
own  retail  outlets.  Likewise,  other  types  of  receivers  with  their  own 
distributive  outlets  find  themselves  in  the  position  of  having  nearly  all 
the  butter  they  procure  earmarked  for  distribution.  Jlany  receivers,  in- 
cluding central  market  v^olesalers,  who  do  not  have  their  own  distributive 
outlets  have  found  it  desirable  to  build  their  businesses  about  a  regular 
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trade  and  tend  to  earmark  a  large  proportion  of  their  receipts  to  regtilar 
customers.  A  large  proportion  of  this  butter  is  sold  as  print  butter. 
The  wholesaling  of  bulk  butter  is  incidental  and  generally  considered  to 
be  the  least  profitable  part  of  the  business. 

Of  the  butter  handled  by  the  receivers  interviewed,  88  percent  was 
considered  to  be  committed  in  advance  for  distribution  to  regular  outlets.  16/ i 
Table  6  shows  the  proportion  of  supplies  ccanmitted  in  advance  to  regular 
outlets  by  the  various  types  of  receivers. 


aroportion  of  Butter  Sold  as  Print  Butter 

An  indication  of  the  quantity  of  butter  available  for  wholesale 
trading  is  the  quantity  which  is  sold  as  bulk  butter  in  contrast  to  that 
sold  as  print  butter.  Print  butter,  because  of  its  nature,  does  not  enter 
into  wholesale  trading  and  is  not  traded  on  the  mercantile  exchanges. 
Ordinarily  the  output  of  the  print  room  is  geared  to  commitments  and  little 
print  butter  is  stored.  Nearly  all  print  butter  is  sold  on  the  basis  of 
contract  sales.  The  price  at  vMch  print  butter  is  sold  is  not  considered 
in  reporting  wholesale  selling  prices. 

Approximately  79  percent  of  the  butter  marketed  by  receivers  included 
in  the  sample  was  sold  as  print  butter.   (Table  6. ) 

TTse  Of  Published  Quotations  as  a  Basis  for  Buying  and  Selling 

Receivers  were  asked  what  regularly  published  quotation  they  used  as 
a  basis  for  buying  and  selling.  All  New  York  receivers  and  nearly  all  re- 
ceivers shipping  supplies  to  eastern  markets  used  the  quotations  published 
by  Umer-Barry  in  Rroducers  Price  Cijrrent  both  as  a  selling  and  buying  base, 
Mdwestern  receivers  generally  used  the  quotation  published  in  Chicago  Price 
Current  on  butter  sold  in  the  Midwest  and  the  UmeivRarry  quotation  if  the 
butter  was  sold  in  the  East,  htost  of  the  large  receivers  bought  and  sold 
SOTie  supplies  on  the  basis  of  each  of  the  commercial  quotations. 

One  of  the  marketing  cooperatives  sold  a  large  proportion  of  its 
supplies  on  the  basis  of  the  DSDA  dally  market  report  for  New  York.  Several 
Midwestern  receivers  Indicated  that  occasionally  they  sold  some  butter  on 
the  basis  of  the  DSDA  daily  market  report  for  Chicago  because  they  believed 
they  were  able  to  get  a  higjier  net  price  for  their  butter  by  doing  so. 


i6/  The  fact  that  the  butter  was  considered  cosaaitted  in  advance  to 
regular  outlets  does  not  mean  that  the  receiver  sold  exactly  that  pro- 
portion to  regular  outlets,  owing  to  th©  fact  that  it  is  not  possible  for 
a  receiver  to  gage  exactly  the  requirements  of  his  regular  trade. 
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Table  6. — Proportions  of  butter  sold  by  major  prinary  receivers 
as  print  butter,  and  butter  committed  in  advance  for 
distribution  to  regular  outlets,  by  type  of  receiver, 

1951 


Percentage  of  butter— 


Sold  as 
print  butter 


Considered  committed 
in  advance 
for  distribution 
to  regular  outlets  1/ 


New  York  wholesalers 


Chicago  wholesalers 


Large  dairy  corporations 


Ifeatpackers  -  -  -  -  - 
Marketing  cooperatives 


Chains tores  -  -  - 
Weighted  average 


Percent 
52 

54 
70 

95 
87 

2i— 


Percent 

54 

70 

88 

100 

95 
100 


79 


88 


2/  Regular  outlets  were  defined  to  include: (1)  Regular  customers  whose 
orders  are  expected;  (2)  storage  for  anticipated  demands  of  regular  cus- 
tomers; and  (3)  seasonal  customers  whose  orders  are  expected  at  certain 
times  of  the  year. 


Nature  of  Trading  on  the  Spot  Butter  Boards 
Use  of  the  spot  butter  boards  ^  ^  market  plg^c^ 

Receivers  were  asked  whether  they  traded  on  the  spot  butter  boards 
of  the  mercantile  exchanges  and,  if  so,  how  often.  All  receivers  inter- 
viewed, with  the  exception  of  the  chainstores,  one  small  Chicago  wholesaler, 
and  two  marketing  cooperatives,  indicated  that  at  times  they  bought  or  sold 
butter  on  the  spot  butter  board  of  the  Chicago  or  New  York  mercantile  ex- 
changes. The  wholesalers  in  both  Chicago  and  New  York  indicated  they  traded 
regularly  on  the  spot  butter  board.  Four  of  the  six  large  dairy  corporations 
interviewed  indicated  that  they  frequently  bought  or  sold  butter  on  the  spot 
butter  boards  of  the  mercantile  exchanges.  Two  of  the  marketing  cooperatives 
said  they  traded  on  the  spot  butter  boards. 

Receivers  were  asked  Aether  the  spot  butter  boards  of  the  mercantile 
exchanges  served  as  a  s\ii table  source  for  obtaining  supplies  of  butter  or  as 
a  suitable  outlet  for  butter.  This  question  was  asked  primarily  for  the 
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purpose  of  establishing  whether  or  not  the  exchanges  actually  serve  a  function 
as  a  market  place.  Of  the  26  receivers  interviewed,  25  indicated  that  the 
exchanges  did  not  serve  as  a  suitable  source  of  supplies  or  as  a  suitable 
outlet  for  butter.  Ifeny  receivers  indicated  that,  on  occasion,  they  did  buy 
supplies  on  the  board  when  butter  was  unavailable  on  the  open  market  and  that 
they  did  use  the  spot  butter  boards  occasionally  as  an  outlet  for  surplus 
butter.  However,  such  transactions  were  almost  always  made  for  the  purpose 
of  "adjusting  values"  rather  than  for  the  purpose  of  actually  buying  or 
selling  butter. 

Why  the  stx)t  butter  boards  are  considered  not  to  be  satisfactory  places  to 
buy  or  selX  butter 

The  following  reasons  were  given  as  to  why  the  spot  butter  boards  are 
not  considered  satisfactory  so\irces  of  or  outlets  for  supplies: 

1.  Buying  or  selling  on  the  spot  board  has  too  much  effect  on  pirice. 

2.  General  payment  of  prftmiunifl  makes  it  impossible  to  sell  butter 

profitably  on  the  spot  boards  in  quantity  except  on  a  declining 
market.  For  this  reason  very  little  butter  is  offered  for 
sale  on  the  spot  board  and  large  quantities  of  butter  are  just 
not  available  for  purcl^ase  there. 

3.  Specifications  given  for  butter  traded  on  the  exchange  do  not 

give  sufficient  detail  concerning  certain  characteristics  of 
butter  which  are  not  adequately  reflected  by  grade.  Most 
important  of  these  are  color,  salt,  and  storability, 

4,.  It  often  is  inconvenient  (especially  if  the  receiver  is  not 
located  in  Chicago  or  New  York)  to  move  butter  into  Chicago 
or  New  York  for  sale  on  the  exchange,  and  is  often  incon- 
venient for  sane  receivers  to  take  delivery  on  butter  at 
Chicago  or  New  York. 

5,  It  is  generally  easier  and  cheaper  to  buy  or  sell  on  the 

open  market  or  to  buy  direct  from  creameries. 

6,  Procurement  of  bulk  of  supplies  has  already  been  arranged,  and 

most  of  the  butter  procured  is  committed  in  advance  to  a  reg- 
ular trade. 

7,  Desire  not  to  be  directly  associated  with  activities  which  are 

concerned  with  the  process  of  price  establishment. 

The  answers  above  explain  why  the  volume  of  exchange  trading  is  as 
limited  as  it  isj  also,  the  answers  indicate  the  problems  involved  in 
attempting  to  increase  the  volume  of  exchange  trading  and  thereby  to  widen 
the  base  on  vrtiich  the  commercial  quotations  are  established.  However,  the 
answers  also  point  to  certain  changes  in  exchange  irules  \diich  might  tend 
to  encourage  dealers  to  use  the  exchange  in  balancing  supplies. 
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Why  the  voltone  of  exchange  trading^  •»«  Hm1,t^ 

Under  the  current  system  of  marketing  butter  it  is  unreasonable  to 
expect  the  mercantile  exchanges  to  do  more  than  serve  as  a  supplemental 
source  of  supplies  or  as  a  supplemental  outlet  for  supplies.  At  the  pre- 
sent time,  however,  the  open  market  is  generally  used  by  r3Ceivers  as  the 
source  of  supplementary  supplies  or  as  the  outlet  for  surpluses,  rather 
than  the  mercantile  exchanges. 

Why  do  receivers  prefer  to  trade  on  the  open  market  rather  than  on 
the  spot  butter  boards  of  the  mercantile  exchanges?  The  answer  to  this 
question  is  significant  inasmuch  as  the  principal  hope  of  increasing  the 
volume  of  trading  on  the  spot  butter  markets  lies  in  making  them  function 
as  market  places  for  open  trading  between  dealers, 

A  large  proportion  of  the  butter  distributed  is  purchased  by  re- 
ceivers directly  from  creameries  and  is  earmarked  for  distribution  to  a 
more  or  less  regular  trade.  Premiimis  over  the  quotation  are  often  paid  to 
creameries.  Such  premiums  can  be  paid  only  if  the  receiver  has  established 
outlets  vrtiich  will  enable  him  to  recover  the  premiums  and  sell  the  butter 
profitably.  The  i-diolesale  open  market  is  not  ordinarily  such  an  outlet— 
neither  is  the  exchange.  The  exchange  is  an  even  less  desirable  outlet 
than  is  the  open  maxket  because  costs  incurred  in  receiving  and  handling 
bulk  butter  are  not  ordinarily  recoverable  on  the  sales  made  on  the  ex- 
change, whereas  such  costs  usually  are  recoverable  on  open-market  sales. 

Trading  on  the  exchange  forms  the  basis  for  establishing  the 
quotations,  yet,  because  of  the  thinness  of  the  market,  purchase  or  sale  of 
sizable  quantities  of  butter  on  the  exchange  tends  to  have  an  exaggerated 
effect  on  price.  An  interesting  aspect  of  this  point  was  brought  out  by 
several  receivers.  Since  a  great  deal  of  butter  is  purchased  at  the 
quotation  plus  a  markup,  and  since  butter  purchased  on  the  spot  call  is 
purchased  at  a  price  which  many  times  establishes  the  quotation,  the  spot 
board  represents  a  source  where  supplies  may  be  procured  at  the  quotation 
and,  in  a  sense,  it  represents  a  cheaper  source  of  supplies  relative  to  the 
quotation  than  does  the  open  market  or  direct  procmrement.  However,  any 
attempt  to  buy  supplies  of  butter  in  quantity  on  the  spot  call  has  a 
tendency  to  force  the  market  up,  unless  other  dealers  are  willing  to  sell 
as  much  butter  to  the  dealer  bidding  for  supplies  as  he  wants.  Since  the 
exchange  generally  represents  an  unprofitable  outlet  for  supplies,  those 
dealers  who  sell  on  the  spot  call  to  keep  the  market  from  advancing  are 
forced  to  sell  at  a  loss.  Several  receivers  indicated  that  for  this  reason 
they  considered  it  unethical  for  a  dealer  to  attempt  to  procure  sizable 
quantities  of  butter  on  the  exchange. 

Although  Chicago  and  New  York  are  the  most  important  wholesale  butter 
markets,  a  number  of  important  receivers  of  butter  concentrate  supplies  of 
butter  obtained  from  creameries  at  various  concentration  points  in  the 
butt^-producing  areas  such  as  Mason  City  and  Dubuque,  lowaj  MLnneapoHs  and 
bt.  Raul,  Minn.  J  Onaha,  Nebr.j  and  Kansas  City,  Kans.  Butter  is  shipped 
directly  ftom  such  locations  to  buyers  throughout  the  country,  or  the  butter 
may  be  placed  in  storage  at  such  concentration  centers  and  shipped  at  a 
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later  date,  Jfeny  large  receivers  indicated  that,  even  though  they  have 
distributive  outlets  in  Chicago  and  New  York  to  service  a  regular  trade, 
they  find  it  inconvenient  and  uneconOTiical  to  divert  uncommitted  supplies 
of  butter  to  Chicago  or  New  York  in  order  to  offer  it  on  the  exchange,  and 
they  may  find  it  inconvenient  to  dispose  of  butter  purchased  on  the  exchange. 
Certain  receivers  who  concentrate  supplies  at  points  other  than  Chicago  said 
that  they  cannot  conveniently  use  the  exchange  as  an  outlet  for  distress 
butter  because  of  difficulties  and  time  involved  in  getting  the  butter  into 
Chicago  to  offer  it  on  the  exchange.  They  pointed  out  that  since  market 
conditions  change  from,  day  to  day,  they  might  want  to  offer  butter  which 
they  have  at  a  country  point  or  en  route  for  sale  on  the  exchange  on  a 
peurtioular  diiy,  but  they  might  not  want  to  offer  it  by  the  time  it  arrived 
in  Chicago  or  New  York. 

A  reason  given  as  to  i^  the  exchange  is  not  a  suitable  source  of 
supplementary  supplies  (even  assimdng  a  large  volume  of  offerings)  is  that, 
although  butter  sold  on  the  exchange  is  inspected  by  USDA  graders,  such 
butter  is  not  available  to  the  buyer  for  inspection  prior  to  purchase. 
Some  receivers  indicated  that  they  require  butter  having  certain  charac- 
teristics not  reflected  by  grade  in  order  to  supply  their  customers  with 
the  types  of  butter  they  want.  These  factors  include  principally  salt, 
color,  and  storability. 

Dr.  Gordon  Sprague  22/  in  ^^   study  of  the  Chicago  butter  narket 
pointed  out  that  receivers  tend  to  offer  their  least  desirable  butter  within 
a  given  grade  on  the  spot  call,  and  for  this  reason  the  exchange  was  a  less 
desirable  source  of  butter.  Interviews  with  Federal  graders  who  grade  but- 
ter on  the  exchange  and  with  certain  receivers  indicated  that  this  point 
would  be  difficult  to  substantiate,  although  it  is  logical  to  expect  re- 
ceivers to  sell  their  most  desirable  butter  (within  grade)  to  their  regular 
outlets. 

Costs  of  trading  on  the  exchange  were  pointed  to  by  certain  receivers 
as  being  a  deterrent  to  exchange  trading  relative  to  trading  on  the  open 
market.  Such  costs  as  grading  costs  and  brokerage  fees  and  other  costs  are 
Involved  in  exchange  trading  but,  meusy  times,  are  not  involved  in  open-market 
transactions. 

A  reason  given  by  several  receivers  as  to  vhj  they  did  not  trade  on 
the  spot  butter  boards  of  the  mercantile  exchanges  was  that  they  did  not 
wish  to  become  involved  in  transactions  which  might  in  any  way  implicate 
them  as  being  directly  engaged  in  establishing  prices.  Che  receiver  said 
that  his  competitors  had  made  charges  that  he  was  attempting  to  rig  the 
market  after  he  made  purchases  of  butter  on  the  spot  call  on  2  days  in 
succession. 


17/  Sprague,.  Gordon  W.  Butter  Pfice  Quotations  at  Chicago,  (Un- 
published thesis.  University  of  tannesota. )  m.  pp.  hfarch  194-0. 


fimction  of  the  spot  butter  market  In  price  making 

Under  the  present  system  of  buying  and  selling  butter  on  the  basis 
of  central  market  quotations,  a  large  number  of  buyers  and  sellers  who 
rely  on  the  quotation  as  a  measure  of  value  avoid  taking  part  in  any  of 
the  transactions  on  which  the  quotation  is  based.  Obviously,  however,  it 
is  necessary  that,  by  some  means  or  other,  forces  must  be  set  in  motion 
to  adjust  the  quotation  to  changes  in  the  supply  of  and  demand  for  butter. 
At  scMiie  point  in  the  marketing  process,  buyers  and  sellers  must  depart 
from  the  practice  of  buying  and  selling  on  the  basis  of  the  quotation  and 
DELke  decisions  as  to  i^iat  butter  is  worth.  This  is  the  crux  of  the  problem 
of  central  market  price  establishment.  The  spot  butter  markets  of  the 
Chicago  and  New  York  mercantile  exchanges  provide  the  facilities  for  buyer 
and  seller  to  meet  cuad  buy  and  sell  butter  for  what  they  believe  it  to  be 
worth  and  where  the  results  of  such  trading  will  be  publicly  posted.  A 
major  function  of  these  markets  is  the  providing  of  facilities  for  the 
public  posting  of  values,  and  a  large  proportion  of  the  trading  which  takes 
place  is  for  this  purpose. 

Why  and  when  receivers  trade  on  the  exchange 

Butter  receivers  were  asked  to  describe  wi^  suid  when  they  used  the 
spot  butter  markets.  The  receivers  lAo  were  interviewed  said  that  they 
traded  on  the  spot  butter  market  for  the  following  purposes: 

1.  To  adjust  butter  values  to  a  point  at  irtiich  buyers  are 

willing  to  buy  and  sellers  are  willing  to  sell, 

2.  To  test  the  market, 

3.  To  dispose  of  small  surpluses  when  no  other  outlets  are 

available, 

4-.  To  obtain  a  limited  quantity  of  supplies  v^en  supplies  are 
unavailable  elsewhere. 

Receivers  generally  indicated  that  when  supplies  of  butter  are  moving 
freely  through  channels  of  distribution  or  into  storage  at  a  normal  rate 
there  is  a  tendency  for  little  trading  to  take  place  on  the  exchange  becaiase 
such  a  situation  indicates  that  prevailing  values  are  in  line  with  supply- 
demand  conditions.  However,  when  receivers  find  that  supplies  are  not 
moving  into  distribution  and  stocks  are  accumulating,  or,  on  the  other  hand, 
that  their  supplies  are  short  and  additional  supplies  are  not  generally 
available  on  the  open  market  at  the  normal  wholesale  mrkup  over  the  quo- 
tation, it  is  likely  that  there  will  be  considerable  trading  on  the  exchange 
in  an  attempt  to  adjust  values  to  the  point  that  supply  and  demand  are  again 
in  balance. 

The  following  are  examples  of  the  types  of  situations  \rtiich  dealers 
said  would  lead  them  to  offer  to  sell  or  to  bid  to  buy  butter  on  the  ex- 
change: When  a  dealer  finds  that  his  customers  are  cutting  down  on  the 
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volume  of  their  purchases  and  that  he  is  accumulating  more  butter  then  he 
desires  to  hold  at  prevailing  levels  of  price,  he  will  probably  attempt 
to  sell  the  butter  on  the  open  market  to  other  dealers  at  the  normal 
idiolesale  markup  of  about  1/2  cent  over  the  quotation.  If  he  finds  no 
takers  he  may  attempt  to  sell  his  unwanted  butter  on  the  open  market  at 
1/4  cent  "over"  or  at  the  quotation.  If  he  still  is  unable  to  sell  his 
xmwanted  butter  he  may  sense  that  the  market  is  too  high  and  may  offer 
50  boxes  of  butter  for  sale  on  the  spot  call  the  following  day  at  the 
quotation  or  at  a  price  under  the  previous  day's  quotation,  in  an  attempt 
to  get  the  market  down  to  the  point  where  he  can  sell  butter  to  other 
dealers  on  the  open  market  at  the  normal  wholesale  markup,  and  to  his 
regular  trade.  In  this  respect  he  is  motivated  not  only  by  the  fact  that 
he  has  surpluses  which  he  has  been  unable  to  move  at  the  market  price  plus 
normal  markup  but  also  by  the  fact  that  he  has  butter  coming  in  daily  from 
creameries  which  he  is  paying  for  on  the  basis  of  the  quotation.  If  he 
finds  that  he  cannot  move  supplies  at  the  quotation  plus  normal  markup, 
he  is  desirous  of  getting  the  quotation  down  in  order  not  to  have  to  pay 
creeimeries  a  price  for  butter  iMch  is  hi^er  than  that  at  \^tdch  he  is 
able  to  move  the  butter  profitably. 

If,  on  the  other  hand,  a  receiver  finds  that  his  supplies  from 
creameries  are  inadequate  to  meet  the  needs  or  anticipated  needs  of  his 
regular  trade,  he  may  try  to  buy  butter  from  other  dealers.  If  he  is 
unable  to  buy  butter  on  the  open  market  for  the  "normal"  1/2  cent  over 
the  quotation,  but  rather  is  asked  to  pay  3/4  of  a  cent  or  a  cent  "over" 
for  "marlra"  of  butter  he  can  normally  get  for  1/2  cent  "over"  he  may  decide 
to  go  to  the  exchange  the  following  day  and  place  a  bid  to  buy  50  boxes  at 
yesterday's  quotation,  €uid  if  he  gets  no  butter  he  may  place  another  bid 
at  1/2  cent  over  yesterday's  quotation.  His  interest  in  doing  this  is  not 
so  much  the  desire  to  buy  butter  on  the  exchange  as  to  get  the  market  to 
the  point  at  which  other  dealers  will  sell  to  him  at  the  noriial  narkup  of 
1/2  cent  per  pound.  Some  receivers  said  that,  at  times  when  other  dealers 
would  not  sell  butter  to  them  at  the  normal  wholesale  markup,  they  would 
"thr^iten"  to  go  to  th©  spot  board  the  following  day  and  i^ise  the  market 
if  they  could  not  obtain  needed  supplies  at  the  normal  wholesale  markup. 

With  buying  and  selling  transactions  both  based  on  the  quotation, 
a  large  number  of  buyers  and  sellers  of  butter  have,  within  limits,  more 
Interest  in  buying  and  selling  margins  than  in  the  actual  level  of  price. 
The  following  example  illustrates  "Mie  point 1  A  receiver  would  prefer  to 
pay  1/2  cent  over  a  quotation  of  70  1^^  cents  than  to  pay  1  cent  over  a 
70-cent  quotation,  although  the  net  cost  of  the  butter  is  the  same  in 
both  cases.  With  the  price  for  yAiidti  he  and  his  competitors  sell  butter 
based  on  the  quotation,  the  receiver's  interest  lies  in  buying  butter  at 
a  price  as  close  to  the  quotation  as  possible.  Of  course,  if  a  receiver 
anticipates  a  sharp  increase  in  values  he  may  be  willing  to  buy  suppHes 
on  the  open  market  at  a  higher-than-normal  markup  over  the  quotation  or, 
likewise,  he  may  sell  at  less  than  the  quotation  if  he  anticipates  a 
decline  in  values  th©  following  day. 
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Certain  receivers  indicated  that  they  may,  at  times,  use  the  spot 
butter  board  of  the  mercantile  exchange  for  the  purpose  of  "testing  the 
market."  Bids  to  buy  at  a  price  several  cents  under  the  previous  day's 
quotation  or  offers  to  sell  at  several  cents  over  the  previous  day's 
market  might  be  testing  actions. 

The  spot  butter  market  is  alvays  available  to  receivers  in  the 
central  markets  as  a  place  where  butter  may  be  sold  when  no  other  outlets 
are  available,  and  as  an  emergency  source  of  supplies.  At  times  when  the 
trade  is  uncertain  as  to  market  conditions,  the  spot  butter  boards  provide 
the  facilities  through  which  values  may  be  readjusted  and  surpluses  marketed 
in  a  more  orderly  manner  than  if  no  exchange  existed. 

The  Nature  of  Wholesale  Trading 

The  information  obtedned  from  various  butter  receivers  as  to  their 
buying  and  selling  practices  provides  a  good  basis  for  describing  the 
nature  of  vAiolesale  or  open-market  trading. 

First,  the  amount  of  trading  of  this  type  is  limited.  Approximately 
10  to  15  percent  of  the  butter  vrtiich  is  marketed  is  sold  as  bulk  butter  on 
the  wholesale  open  market. 

A  great  deal  of  the  open-market  trading  represents  buying  or  selling 
by  large  distributors  to  balance  supplies  against  requirements.  A  receiver 
may  find  that  the  amount  of  butter  irtiich  he  is  currently  receiving  from  the 
creameries  \riiich  regularly  supply  him  is  an  excess  of  his  anticipated  re- 
quir^nents,  and  may  sell  this  surplios  butter  on  the  open  market.  On  the 
other  hand  a  receiver  ^o,  for  instance,  depends  almost  entirely  on  creasH 
eries  as  a  source  of  butter  may  find  that  his  creameries  are  not  supplying 
him  with  enough  butter  to  meet  his  requirements  and  in  order  to  supply  his 
regular  trade  the  receiver  may  contact  one  or  more  large  wholesalers  and 
buy  butter  enough  on  the  open  market  to  fill  out  his  requirements.  Receivers 
may  choose  to  set  up  their  procurement  program  in  such  a  manner  that  they 
will  carry  no  butter  in  storage  and  plan  in  advance  to  purchase  a  certain 
proportion  of  their  supplies  on  the  open  market  during  the  out-of-storage 
season.  Other  receivers  plan  their  procurement  in  such  a  manner  that  they 
agree  to  accept  from  regular  shippers  more  butter  than  they  have  regular 
outlets  for  and  plan  to  sell  the  "starplus"  on  the  open  market. 

The  open  wholesale  market  is  not  used  as  a  primary  source  of  supplies 
I  by  most  receivers  and  for  this  reason  it  is  not  an  outlet  for  large  quanti- 
ties of  butter.  It  is  a  supplementary  source  of  supplies  and  an  outlet  for 
supplies  when  no  other  outlet  may  be  found.  As  butter  is  said  to  be  the 
balance  wheel  of  the  dairy  industry,  so  the  wholesale  butter  market  may  be 
called  the  balance  wheel  of  the  butter  business. 

There  are  a  limited  number  of  wholesale  receivers  in  the  central 
markets  who  may  be  considered  as  regular  sources  of  wholesale  bulk  butter 
Most  receivers,  because  of  the  integrated  nature  of  their  buying  and  selling 
operations,  attempt  to  adjust  their  procurement  very  closely  with  demands 
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of  their  regular  trade.  They  are  not  regular  open-market  sellers  because 

they  have  established  outlets  for  their  supplies.  Open-market  sales  on 

the  part  of  many  receivers  are  lijoited  to  occasional  sales  of  surplus  butter. 

An  important  phase  of  wholesale  trading  relates  to  the  handling  of 
seasonal  surpluses  of  butter  which  are  produced  during  the  late  spring  and 
early  summer.  Some  receivers  as  a  matter  of  policy  store  no  butter,  others 
loay  have  no  definite  storage  policy,  and  others  may  attempt  to  adjust  their 
storage  program  closely  with  their  anticipated  requirements  for  storage  but- 
ter duidng  the  short  production  season.  Some  receivers  may  store  large  (juan- 
tities  of  butter  speculatively  at  times  when  they  "like  the  market." 

Table  7  shows  the  storing  practices,  by  type  of  receiver,  of  the  re- 
ceivers fran  \rtiich  information  was  obtained.  All  receivers  who  stored  but- 
ter in  excess  of  estimated  merchandising  needs  were  v^olesalers.  One  of 
the  important  functions  performed  by  the  wholesalers  in  the  central  markets 
is  the  storing  of  seasonal  surpluses. 


Table  7, — Storage  practices  of  major  primary  receivers  of  butter, 

by  type  of  receiver 


Type  of  receiver 


Store  more 
butter  than 
required 
to  meet 
merchan- 
dising 
needs 


Wholesalers  -------  8 

Large  dairy  corporations-  0 

Meatjackers 0 

MEa*keting  cooperatives  -  0 

Chainstores  -  - 0 

Total 8 


Store  to 
meet  all 
or  large 
part  of 
estimated 
merchan- 
dising 
needs 


Number 
2 

3 
4 


Store  to 
meet  part 

of 
estimated 
merchan- 
dising 
needs 


Number 
0 
2 
1 
0 
1 


Don»t 
store 


13 


A  considerable  amount  of  the  openHnarket  trading  which  takes  place 
is  related  to  buying  and  selling  of  seasonal  surpluses  during  the  period 
of  heavy  production  and  to  the  obtaining  of  supplementary  supplies  of 
butter  during  the  short  production  season  by  those  receivers  who  have  not 
stored  enough  butter  to  meet  their  merchandising  needs.  There  appear  to 
be  certain  times  when  the  volume  of  open  trading  is  greater  than  at  other 
times:  (1)  Near  the  end  of  the  in-storage  season;  (2)  during  the  out-of- 
storage  season  at  the  time  that  production  is  increasing  and  is  approaching 
the  level  of  current  consumption. 

Near  the  end  of  the  in-storage  season  dealers  who  attempt  to  adjust 
their  storage  holdings  with  their  estimated  merchandising  needs  may  find 
that  they  are  accumulating  more  butter  than  they  wish  to  store  or  that 
their  storage  stocks  are  not  as  large  as  desired,  in  which  case  they  may 
sell  or  buy  in  the  open  market  in  order  to  adjust  their  storage  holdings 
to  the  desired  level.  In  the  spring  \fhen  production  is  increasing  and  is 
again  approximately  equal  to  current  demand,  dealers  may  find  that  they 
still  have  storage  stocks  on  hand  which  they  desire  to  sell  as  soon  as 
possible  because  they  anticipate  the  usual  seasonal  decline  in  price. 
Such  storage  butter  may  be  sold  on  the  open  market.  Also,  in  the  late 
\dnter  and  early  spring  receivers  are  not  interested  in  putting  any  more 
butter  in  storage,  so  that  unexpected  changes  in  production  or  denand 
may  result  in  considerable  activity  in  the  open  market  in  order  to  move 
all  the  current  make  of  butter  into  consumptive  channels. 
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THE  VOLUME  OF  TRADING  ON  VKICH  QUOTATIONS  ARE  BASED 


Volume  of  Trading  on  Chicago  and  New  York  Mercantile  Exchanges 

Contrary  to  the  common  impression  that  the  volume  of  trading  on 
the  spot  butter  markets  was  much  greater  30  years  ago  than  that  at  the 
present  time,  the  volume  of  sales  of  spot  butter  on  the  Chicago  Mercantile 
Exchange  relative  to  receipts  of  butter  at  Chicago  has  remained  relatively 
constant  since  1923,  except  for  a  period  of  9  years  in  the  1930 's  and 
early  194-0 's  when  the  Federal  Government  was  stabilizing  butter  prices 
through  purchases  of  butter  on  the  exchange. 

Sales  of  butter  on  the  Chicago  Mercantile  Exchange  reached  a  high 
of  3.8  percent  of  receipts  of  butter  at  Chicago  in  1926  and  a  low  of  0.8 
percent  of  receipts  in  1950.   (Table  8.)  In  1950,  however,  the  Commodity 
Credit  Corporation  supported  the  price  of  milk  and  butterfat  through 
purchases  of  butter  and  other  manufactured  dairy  products.  The  milk  and 
butterfat  price -support  program  was  probably  a  factor  in  the  low  volume 
of  trading  in  1950. 

Sales  of  butter  on  the  spot  call  of  the  New  York  Mercantile  Ex- 
change averaged  3.1  percent  of  market  receipts  of  butter  during  the 
period  194.7-51.   (Table  9.) 

Actually  sales  on  the  spot  butter  market  relative  to  receipts  of 
butter  in  the  market  do  not  present  an  adequate  picture  of  the  signifi- 
cance of  exchange  trading  for  two  reasons; 

1.  Unfilled  bids  and   uncovered  offers  are  many  tiaws  very  real- 

istic indications  of  market  conditions. 

2.  A  sizable  proportion  of  the  receipts  at  Chicago  or  New  York 

are  committed  in  advance  for  distribution  to  retailers  or»  to 
Integrated  marketing  organizations  that  have  fixed  require- 
ments against  a  large  proportion  of  the  butter  which  they 
receive.  In  one  sense  such  supplies  bypass  the  wholesale 
market,  so  that  relating  such  "already  committed"  butter 
to  sales  on  the  spot  butter  market  is  unrealistic.  Also 
a  sizable  proportion  of  reported  receipts  may  represent 
print  butter  which  is  not  eligible  for  sale  on  the  spot 
call  under  present  trading  rules. 

An  analysis  of  unfilled  bids  and  uncovered  offers  on  the  spot  call 
of  the  New  York  Mercantile  Exchange  indicated  that  during  the  years  1947, 
1948,  and  1951  unfilled  bids  were  equal  in  volume  to  5.0  percent  of  mar- 
ket receipts  and  that  uncovered  offers  were  7.3  percent  of  market  receipts. 
The  volume  of  unfilled  bids,  uncovered  offers,  and  sales  combined  during 
the  period  of  1947-1951  was  15.9  percent  of  market  receipts.  During  1951 
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Table 

8. 

— Sales  of  butter 

on  the  spot  call 

of  Chicago  Mercantile 

i 

Exchange  and 

receipts  of  butter 

at  Chicago,  1923-51 

. 

• 
• 

Receipts  of 

Sales  on 

:  Percentage  sales 

Year 

2 

butter 
at  Chicag;o 

[   spot  call 

• 

;  on  spot  call  were 

t          of  receipts 

1,000  pounds 

1,000  pounds 

Percent 

1923 

.  _ 

. 

» 

225,892 

5,323 

2.37 

1924 

-  - 

- 

- 

258,083 

6,461 

2.50 

1925 

-  - 

- 

- 

254,308 

.  7,764 

3.05 

1926 

-  - 

- 

- 

236,546 

9,065 

3.83 

'  1927 

-  - 

- 

- 

235,200 

1/ 

- 

1928 

-  - 

- 

- 

230,514 

3,155 

1.40 

:    1929 

—  - 

- 

- 

244,632 

2,005 

0.82 

i  1930 

-  - 

- 

- 

233,638 

2,200 

0.94 

1931 

-  - 

- 

- 

243,695 

3,185 

1.31 

1932 

-  - 

- 

- 

223,428 

4,155 

1.86 

1933 

2/- 

- 

- 

261,001 

20,296 

7,78 

'  1934 

I/- 

- 

- 

228,241 

16,510 

7.23 

1935 

y- 

- 

- 

229,622 

9,225 

4.02 

1936 

y- 

- 

- 

225,435 

6,876 

3.05 

1937 

y- 

- 

- 

235,756 

4,991 

2.12 

1938 

y- 

- 

- 

304,589 

69,903 

22.95 

:  1939 

y- 

- 

- 

248,947 

15,772 

5.54 

1940 

y- 

- 

- 

252,647 

8,988 

3.56 

1941 

y- 

- 

- 

276,435 

10,928 

3.95 

1942 

- 

- 

247,014 

2,875 

1.16 

1943 

-  - 

- 

- 

168,202 

^. 

- 

1944 

-  - 

- 

- 

147,304 

y 

- 

1945 

wm       mm 

- 

- 

141,747 

3/ 

- 

1946 

-    - 

- 

- 

4/  97,648 

4/1,005 

^   2.06 

1947 

-  - 

- 

- 

147,194 

3,649 

2.48 

1946 

-  > 

- 

- 

140,326 

4,031 

2.87 

1949 

~  - 

- 

- 

178,606 

3,351 

1.88 

1950 

-  - 

~ 

- 

168,587 

1,411 

0.84 

1951 

■" 

" 

^ 

156,353 

3,838 

2.45 

y   Not  available. 
2/   Federal  Government  was  buying  butter  on  the  spot  market  to 
stabilize  butter  prices. 

Z/   Spot  call  suspended  during  period  of  OPA  regulation. 

^   Last  six  months  (OPA  regulations  in  effect  until  June  30,  1946). 

Sovircest  Sales  data  for  1923  through  1947  were  based  on  information 

obtained  by  A.  G.  Mathis,  USDA,  from  Chicago  Mercantile  Exchange,  and 
from  the  Dairy  and  Poultry  Yearbook.  Receipts  information  and  infor- 
mation as  to  sales  on  the  spot  call  for  the  period  1943  through  1951 
was  obtained  from  reports  of  the  lilarket  Nev/s  Service,  Production  and 
Iiliarketing  Administration. 
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it  was  estimated  that  about  10  percent  of  the  open-aarket  wholesale  trad- 
ing between  dealers  took  place  on  the  spot  butter  boards. 

The  point  of  view  of  many  distributors  as  to  the  adequacy  of  the  basis  for 
quoting  prices 

Nearly  every  important  distributor  of  butter  who  was  interviewed 
felt  that  the  method  by  which  central  market  butter  prices  are  arrived  at 
was,  by  and  large,  satisfactory,  and  that  the  trading  which  took  place  on 
the  mercantile  exchanges  provided  a  reasonable  basis  for  quoting  prices. 
Many  receivers  pointed  to  the  limitations  imposed  by  the  "human  element." 
"It  is  not  perfect,  but  human  beings  being  what  they  are,  the  system  works 
as  well  as  could  be  expected,"  was  a  type  of  comment  which  was  made  by  a 
number  of  receivers.  "No  one  has  devised  a  better  method,"  was  another 
general  comment  which  was  frequently  made. 

Most  dealers  discussed  at  some  length  why  they  felt  the  volume  of 
trading  on  the  exchanges  was  adequate  for  establishing  central  market 
butter  values  in  a  satisfactory  manner.  The  same  points  were  made  by 
many  different  distributors.  A  few  distributors  expressed  a  point  of 
view  in  conflict  with  certain  of  the  views  expressed  by  the  majority. 

It  was  argued  that  values  are  determined  on  the  basis  of  the  will- 
ingness of  receivers  to  buy  or  to  sell.  Receivers  are  in  the  position  of 
buying  and  selling  a  very  large  proportion,  if  not  all,  of  their  supplies 
on  the  basis  of  the  quotation,  and  as  long  as  the  quotation  is  at  a  level 
which  is  satisfactory  to  both  buyer  and  seller  it  is  not  necessary  for 
any  trading  to  take  place  on  the  spot  board.  The  price  is  considered  to 
be  at  the  right  level  because  of  the  willingness  of  receivers  and  other 
distributors  to  buy  and  sell  large  volumes  of  butter  at  the  quotation 
plus  such  premiums  and  trade  markups  as  exist.  However,  when  a  lack  of 
willingness  to  buy  or  to  sell  large  quantities  of  butter  on  the  basis  of 
the  existing  quotation  asserts  itself,  it  is  necessary  for  values  to  be 

Table  9.— Sales  of  butter  on  the  spot  call  of  New  York 
Mercantile  Exchange  and  receipts  of  butter  at 
New  York,  19^^7-51 


;  :  :  Percentage  sales 

.  Receipts  of  butter   .   Sales  on    .  ^^  gp^^  ^^11  were 
^®^^   ;    at  New  York       .   spot  call   .     ^f  reeelDts 


of  receipts 


1^000  pounds  1^000  pounds  Percent 

1947 182,263  6,977  3,8 

19^8  -  -  -      168,189  7,797  A.6 

1949 156,303  U,139  2,6 

1950  -  -  -      U9,3^2  3,081  2,1 

1951 161,359  3.578 2^ 

Total  -      817, A56  25,572  3.1 


Compiled  from  daily  market  reports  of  the  Market  News  Service, 
Production  and  Marketing  Administration. 
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adjusted  to  the  point  at  which  a  willingness  to  buy  and  sell  butter  in 
large  volumes  reappears.  This  adjusting  of  values  is  done  by  offering 
butter  or  bidding  for  butter  on  the  spot  butter  boards.  Even  this  read- 
justment, it  is  argued,  may  be  brought  about  without  any  butter  being 
Bold J  an  offer  to  sell  or  a  bid  to  buy  may  provide  the  basis  for  necessary 
readjustments. 

It  was  generally  felt  that  the  fact  that  the  number  of  persons 
trading  on  the  spot  butter  markets  of  the  mercantile  exchanges  was  very 
limited  was  no  indictment  against  the  spot  butter  markets.  It  was  empha- 
sized that  any  dealer,  receiver,  or  creamery  manager  that  does  not  like 
the  present  level  of  price  may  bid  to  buy  butter  or  offer  to  sell  butter 
on  the  spot  boards  for  whatever  price  he  thinks  it  is  worth;  also,  in  the 
same  general  connection,  that  anyone,  in  order  to  put  values  out  of  line 
with  what  others  believe  values  to  be,  must  be  ready  to  buy  or  sell  very 
substantial  quantities  of  butter  to  back  up  his  Judgment  as  to  value.  A 
bid  to  buy  50  boxes  of  butter  at  1/2  cent  over  the  previous  day's  quotation 
will  not  raise  the  market  1/2  a  cent  unless  other  receivers  ard  distribu- 
tors also  feel  that  the  market  should  be  raised  l/2  a  cent,  are  willing 
to  pay  their  creameries  1/2  cent  per  pound  more  for  all  butter  which  they 
receive,  and  feel  that  they  can  move  butter  into  distribution  or  are 
willing  to  move  it  into  storage  at  the  higher  price. 

Also  pointed  out  was  the  fact  that  although  certain  large  buyers 
or  sellers  may  not  trade  on  the  spot  boards,  the  willingness  or  lack  of 
willingness  of  such  large  buyers  to  buy,  or  large  sellers  to  sell,  in  the 
open  market  was  quickly  reflected  on  the  spot  board.  It  was  argued  that 
numerous  transactions  involving  numerous  bujrers  and  sellers  are  in  effect 
brought  to  focus  at  one  point—  the  spot  butter  boards.  In  this  light 
the  spot  butter  boards  were  pictured  as  free  and  open  markets  very  sensi- 
tive to  the  forces  of  supply  and  demand. 

The  reasoning  above  involves  certain  assumptions  with  respect  to 
the  number  and  nature  of  the  buyers  and  sellers  whose  interests  are 
brought  to  bear  on  exchange  trading  and  the  nature  of  the  transactions 
which  are  negotiated  on  the  exchanges.  Certain  limitations  to  the  above 
more  or  less  "stock"  answers  to  criticisms  of  the  smallness  of  the  volume 
of  trading  on  the  exchanges  is  discussed  under  the  heading  "Effectiveness 
of  Checks  and  Balances." 
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POSSIBILITIES  OF  MANIPULATION 


It  is  often  inferred  that  the  spot  butter  markets  are  subject  to 
manipulation.  This  inference  appears  to  stem  from  various  of  the  follow- 
ing generally  knovm  characteristics  of  the  spot  butter  markets  and  of  the 
butter  price  quotations  which  are  arrived  at  on  the  basis  of  trading  on 
the  spot  butter  markets: 

1.  The  vol\ime  of  trading  is  small. 

2.  The  number  of  traders  is  relatively  small. 

3.  Prices  have  been  noted  to  fluctuate  at  times  rather  severely 

from  day  to  day  and  in  what  has  appeared  to  be  an  irrational 
manner, 

U,     Premiums  are  frequently  paid  over  the  spot  butter  market  quo- 
tations , 

Obviously,  it  is  undesirable  that  the  spot  butter  markets  be  suscept- 
ible to  rigging  or  manipulation.  It  is  extremely  difficult  for  a  research 
worker  to  judge  the  extent  to  which  the  spot  butter  market  may  be  manipulated. 
Exhaustive  study  of  individual  receiver's  records  might  cast  considerable  light 
on  the  subject.  However,  even  with  complete  access  to  receivers'  records, 
judgment  still  must  be  made  as  to  just  where  legitimate  trade  practice  ends 
and  manipulation  begins.  The  word  manipulation  as  used  in  this  study  is 
used  in  the  sense  of  ability  to  control  disproportionately  or  influence  the 
market.  The  ethics  of  the  matter  is  irrelevant  to  this  analysis. 

Dr.  J.  C.  Huttar  in  a  recent  article  18/  points  to  the  difficulties 
in  drawing  the  line  between  legitimate  trade  practice  and  manipulation. 

Checks  and  Balances  Which  Limit  Manipulation 

Prices  may  get  out  of  line  with  supply-demand  conditions  because  of 
lack  of  adequate  information  as  to  actual  supply -demand  conditions,  or  they 
may  be  forced  out  of  line  temporarily  because  of  actions  of  individuals 
which  are  taken  for  the  purpose  of  influencing  the  market  to  their  advantage. 
Such  actions  may  or  may  not  actually  result  in  price  maladjustment.  Actions 
taken  in  a  receiver's  self-interest  are  thought  of  as  manipulation  only  if 
the  receiver  is  successfvil  in  actually  putting  the  market  out  of  line  with 
supply-demand  conditions.  If  he  is  unsuccessful  in  influencing  the  market 
to  his  advantage,  or  if  the  "selfish"  action  results  in  correcting  values 
to  the  point  where  the  forces  of  supply  and  demand  are  again  in  balance  the 
same  action  may  be  looked  upon  not  as  manipulation  but  merely  an  expression 
of  the  interplay  of  competitive  forces.  In  other  words  it  may  be  argued  that 

18/  "Who  is  Rigging  the  Egg  l^rket."  Poultry  Digest  Vol.  11  No.  122. 
April  1952. 
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the  motives  of  self-interest  may  at  one  time  result  in  actions  which  put  the 
market  "out  of  line"  whereas  at  other  times  the  motives  of  self-interest 
may  result  in  a  "desirable"  adjustment  of  values.  The  critical  point  is 
the  extent  to  which  checks  and  balances  exist  which  tend  to  limit  the 
possibilities  of  price  maladjustment. 

There  are  certain  checks  and  balances  which  come  into  play  vhenever 
prices  get  out  of  line  with  supply-demand  conditions.  In  vaiying  degrees 
with  respect  to  forcefulness  and  quickness  of  response,  they  set  forces  in 
motion  which  tend  to  limit  the  extent  and  period  of  maladjustment  and  then 
correct  (or  sometimes  over-correct)  the  maladjustment.  With  respect  to 
butter  prices  the  checks  and  balances  which  exist  are  brought  into  play  at 
several  different  points:   (l)  The  consumer  level;  (2)  the  local  distributor 
level;  (3)  the  open-market  level;  (4.)  the  spot  board  of  the  mercantile  ex- 
change; and  (5)  the  creamery. 

The  willingness  or  lack  of  willingness  of  consumers  to  buy  butter  at 
a  particular  price  is  a  factor  which  sets  into  action  forces  which  make  for 
price  readjustment.  Assuming  no  change  in  supply,  increased  purchases  by 
consumers  as  a  result  of  activities  which  have  unduly  depressed  butter  prices 
result  in  increased  orders  by  local  distributors,  which  in  turn  are  felt 
by  large  receivers  in  the  central  markets;  and  which  will  influence  the 
attitude  of  receivers  with  respect  to  the  price  at  which  they  will  be  will- 
ing to  buy  or  sell  supplies  on  the  open  market.  Often  an  increased  demand 
for  supplies  by  large  receivers  may  first  be  noted  as  a  tendency  of  receivers 
to  ask  more  than  the  "normal"  wholesale  markup  for  supplies  of  butter  in 
the  open  market.  This,  in  turn,  may  result  in  action  on  the  spot  call  to 
raise  the  level  of  the  quotation,  if  the  needed  supplies  are  not  found  in 
the  open  market  at  existing  price  levels. 

Likewise,  resistance  to  price  on  the  part  of  consioraers  as  a  result 
of  activities  which  have  raised  prices  unduly  will  in  the  same  manner  set 
into  play  forces  which  will  tend  to  lower  prices  to  the  point  at  which  demand 
and  supply  will  again  be  in  balance. 

Ordinarily,  there  is  a  considerable  time  lag  before  increased  or  de- 
creased purchases  by  consumers  become  an  effective  force  in  bringing  about 
adjustments  in  price.  This  part  of  the  mechanism  is  slow  and  relatively 
ineffective  for  checking  relatively  small  daily  fluctuations  in  price. 

At  the  open-market  level  receivers  who  believe  prices  are  too  high 
and  look  for  a  decline  may  attempt  to  dispose  of  some  supplies  on  the  open 
market  at  the  higher  level  with  a  view  to  replacing  it  with  lower  costing 
butter.  Likewise,  if  receivers  believe  the  level  of  price  is  lower  than 
market  conditions  indicate  they  will  buy  additional  supplies  on  the  open 
market  at  what  they  consider  to  be  a  price  which  is  lower  than  that  which 
they  expect  to  pay  for  supplies  in  the  near  future.  Retailers  and  jobbers 
also  attempt  to  adjust  their  inventory  policy  to  their  judgment  of  the 
market.   If  retailers  or  jobbers  anticipate  a  decline  in  values  they  may 
begin  to  buy  on  a  day-to-day  basis  rather  than  on  a  weekly  be.sis,  or  if  they 
anticioate  an  increase  in  values,  they  may  buy  in  larger  quantities  than 
usual. 
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Storage  butter  serves  as  a  potential  price^epressing  force  during 
the  in-storage  season,  and,  likewise,  the  demand  for  storage  butter  serves 
as  a  price-raising  force  whenever  prices  during  the  in-storage  season  be- 
come unduly  attractive. 

Short-time  response  of  creameries  to  price  maladjustment  comes  mainly 
from  large  diversified  manufacturing  plants  which  overnight  are  able  to  divert 
supplies  of  milk  from  one  product  to  another  depending  on  product  price  re- 
lationships. If  butter  prices  become  relatively  favorable  large  quantities 
of  milk  may  quickly  be  diverted  from  other  manufacturing  uses  into  butter. 
Likewise,  at  times,  supplies  of  milk  may  be  quickly  diverted  to  other  uses 
if  the  price  of  butter  is  relatively  unfavorable. 

The  time  required  to  set  these  various  checks  and  balances  into  mo- 
tion varies,  and  because  of  time  lags,  in  response,  which  are  involved  it 
may  take  a  week  or  more  for  certain  of  the  responses  to  be  felt,  whereas 
in  other  cases  the  responses  may  be  nearly  instantaneous.   In  many  cases 
the  responses  may  not  be  felt  until  conditions  have  changed  in  which  case 
the  response  may  result  in  further  price  maladjustment. 

Effectiveness  of  Checks  and  Balances 

I'feny  of  the  checks  and  'oalances  can  be  immediately  exerted  through 
the  medium  of  trading  on  the  spot  boards  of  the  mercantile  exchanges,  whereas 
others  cannot. 

In  arg'aing  that  the  volume  of  trading  on  the  exchange  is  unimportant, 
the  follovin;^  point  is  often  made  J   Dealers  are  not  going  to  stand  by  and 
see  the  ■'/alue  of  their  inventories  reduced  if  they  do  not  believe  the  decline 
is  justified,  and  they  are  not  going  to  see  their  procurement  costs  increased 
if  tliey  do  not  feel  that  they  can  market  the  butter  at  the  higher  price. 
Therefore,  a  trader  cannot  bid  the  market  up  against  the  sentiment  of  the 
rest  of  the  trade  unless  he  is  willing  to  buy  all  supplies  offered  at  the 
price  bid;  and  likewise  the  market  cannot  be  offered  down  against  the  senti- 
ment of  the  trade  unless  the  offerer  is  willing  to  sell  unlimited  quantities 
of  butter  at  the  lower  price.  Although  this  is  an  important  point,  experience 
indicates  that  at  times,  for  short  periods  of  time,  individuals  can  exert 
disproportionate  influence  on  the  market. 

The  "thin"  market  which  forms  the  basis  for  quotations  makes  it  pos- 
sible for  a  Derson  with  adequate  financial  resources  to  temporarily  raise 
or  lower  the  market  several  cents  out  of  line  with  market  conditions  at 
certain  times.  A  lerge  New  York  milk  cooperative  rigged  the  New  York  market 
for  a  period  of  5  days  for  the  purpose  of  bolstering  the  minimum  price  to  be 
paid  producers  for  .ailk  in  the  New  York  milk  marketing  area  under  the  terras 
of  the  New  York  Federal  Milk  I^rketing  Order,  Prices  paid  to  producers  for 
milk  under  this  order  were  directly  determined  by  butter  prices  at  the  time. 
During  this  period  the  New  York  quotations  were  maintained  while  Chicago 
prices  were  falling  until  the  difference  became  as  much  as  8  cents.  To  do 
this  the  cooperative  was  forced  to  buy  668,010  pounds  of  butter.  This  was 
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approximately  20  percent  of  sales  on  the  New  York  exchange  dioring  194-6.  19/ 
The  day  that  this  buying  stopped,  the  New  York  market  dropped  10  cents. 

Althouf^h  this  case  indicates  the  possibility  of  an  individual  putting 
the  market  "out  of  line"  temporarily,  it  also  shows  how  difficult  it  is  for 
an  individual  or  group  of  individuals  to  keep  the  market  out  of  line  for  more 
than  a  few  days.  An  examination  of  the  amounts  of  butter  bought  by  the  co- 
operative on  each  day  that  it  supported  the  market  indicates  that  such  manipu- 
lation becomes  progressively  more  difficult*  (Table  10.)   The  buyer  took  a 
sizable  loss  on  this  butter  since  it  could  be  sold  only  at  a  price  consider- 
ably lower  than  the  price  at  which  it  was  bought. 

Receivers  say  ttiat  one  of  the  reasons  why  they  do  not  often  use  the 
spot  boards  as  a  source  of,  or  outlet  for,  supplies  is  that  by  doing  so  their 
purchases  or  sales  would  have  too  much  effect  on  price.  This  may  be  taken 
as  an  indication  of  the  sensitivity  of  the  spot  butter  markets  to  purchases 
or  sales  on  the  part  of  individual  buyers  or  sellers.  A  New  York  dealer 
raised  a  considerable  disturbance  in  the  market  several  years  ago  by  using 
the  spot  board  as  a  source  of  a  relatively  large  voliome  of  suppliss  for  a 
period  of  time.  His  bidding  for  supplies  raised  the  market  out  of  normal 
relationship  with  Chicago  and  provided  a  good  example  of  how  the  activities 
of  a  relatively  small  distributor  can  temporarily  upset  the  mechanics  of 
price  determination.  This  dealer's  defense  of  his  actions  was  that  he  needed 
butter  and,  unable  to  buy  it  elsewhere,  went  to  the  exchange  to  buy  it. 

The  fact  that  the  spot  butter  market  of  the  mercantile  exchanges  are 
not  ordinarily  used  as  a  source  of  supplies  or  as  an  outlet  for  supplies, 
but  rather  as  a  point  where  trading  is  engaged  in  for  the  purpose  of  adjust- 
ing values,  creates  problems  at  times  when  persons  attempt  to  use  the  exchange 
as  a  market  place.  An  increased  volume  of  trading  on  the  exchanges  v/ould 
tend  to  minimize  the  effect  of  individual  transactions. 

Table  10,— Amounts  of  butter  purchased  for  the  account  of  one 
buyer  on  the  spot  call  of  the  Nex^r  York  Mercantile 
Exchange,  December  18-24.,  194-6 

Date : Amount  purchased _, 

Pounds 

December  18 8,815 

December  19 • /^7,605 

December  20  85,600 

December  23  329,498 

December  24. __, 196.492 ^ 

Total  668,010 


Compiled  from  information  in  Dairy  Record.  Vol.  47,  No.  33. 
Jan.  15,  19/^7. 


^7 The  spot  butter  call  of  the  New  York  Mercantile  Exchange  was 
open  only  the  last  six  months  of  194-6  owing  to  the  fact  that  butter  prices 
were  controlled  by  OPA  during  the  first  six  months  of  the  year. 
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A  factor  which  affects  the  effectiveness  of  some  of  the  checks  and 
balances  is  the  fact  that  many  large  buyers  and  sellers  of  butter  do  not 
ordinarily  trade  on  the  mercantile  exchanges  but  are  willing  to  let  others 
take  the  responsibility  of  establishing  values.  The  fact  that  many  buyers 
and  sellers  are  more  interested  in  margins  relative  to  the  quotation  than 
the  quotation  itself  apparently  creates  a  feeling  of  relative  indifference 
on  the  part  of  some  dealers  as  to  short-time  fluctuations  in  the  quotation. 

There  appears  to  be  a  tendency  for  many  receivers  to  await  major  de- 
velopments on  the  exchange  before  taking  action  on  the  spot  board  to  protect 
their  trading  position.  Some  receivers,  although  they  follow  the  trading  on 
ibe  mercantile  exchanges  closely,  apparently  prefer  to  let  others  do  most 
of  the  trading  and  theinselves  will  buy  or  sell  only  when  essential  to  their 
interests.  This  influences  the  quickness  with  which  various  interests  are 
brought  to  bear  on  the  exchange  trading.  Furthermore,  certain  receivers 
who  have  the  majority  of  their  supplies  committed  to  a  regular  trade  may 
not  have  uncommitted  butter  available  to  offer  on  the  spot  call  on  a  par- 
ticular day  to  protect  their  over-all  interest?. 

Buyers  may  resist  changes  in  price  by  starting  to  buy  on  a  day-to-day 
basis  when  they  feel  there  is  more  chance  for  prices  to  decline  than  to  in- 
crease. That  is,  the  buyer  has  his  inventory  policy  \mder  his  own  full  con- 
trol, and  he  may  choose  that  means  of  adjusting  to  a  short  supply  or  high 
price  situation,  rather  than  trying  to  influence  prices  directly.  This 
process  probably  delays  necessary  adjustments  in  prices  and  may  tend  to  make 
adjustments  unduly  severe  when  they  do  come  because  of  the  "backing  up" 
effect  on  supplies  that  buying  on  a  day-to-day  basis  has  had.  In  other 
words,  dealers  may  get  an  unduly  pessimistic  picture  of  demand  when  buyers 
choose  to  reduce  their  purchases  rather  than  to  bargain  directly  for  a 
lower  price.  This  may  be  one  cause  of  the  wide  variation  in  movement  of 
butter  into  retail  channels  from  week  to  week.  (Table  11^   If  more  buyers 
could  or  would  enter  directly  into  the  trading  which  establishes  the  quota- 
tion, it  would  bring  the  forces  of  supply  and  demand  to  bear  more  directly 
at  the  point  where  values  are  established  rather  than  in  an  indirect  manner. 

The  difficulties  for  distributors  not  located  in  Chicago  or  New  York 
to  trade  on  the  spot  boards  contribute  to  the  ability  of  individuals  in  the 
central  market  to  exert  undue  control  over  prices  in  the  short  run. 

At  times  the  volume  of  butter  in  Chicago  or  New  York  which  was  avail- 
able for  exchange  trading  has  been  so  limited  or  held  by  so  relatively  few 
dealers  that  the  market  could  be  bid  up  very  easily.  Again  the  thinness 
of  the  market  makes  for  potential  abuse  of  the  price-determining  system  and 
affects  the  quickness  with  which  checks  and  balances  may  be  brought  into 

play. 

Possible  rigging  of  the  market  is  also  facilitated  by  the  fact  that 
at  times  butter  prices  are  unstable  and  tend  to  fluctuate  from  day  to  day. 
Factors  vriiich  cause  variability  in  price,  particularly  lack  of  adequate 
market  information,  favor  the  woiild-be  manipulator  and  reduce  the  effective- 
ness of  the  checks  and  balances. 
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Table  11. — Butter:  Movements  into  retail  channels  in  Chicago,  by  weeks,  1951  1/ 
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Jan.     6 

1,073 

491,993 

459 

1,965 

101,833 

52 

351,893 

945,719 

. 

9.89 

13 

1,070 

451,271 

422 

1,969 

105,440 

54 

383,504 

940,215 

— 

0.06 

20 

1,070 

467,716 

437 

1,968 

106,194 

54 

388,074 

961,984 

/ 

2.32 

27 

1,066 

476,438 

4A7 

1,968 

106,374 

54 

378,112 

960,924 

- 

0.11 

Feb.     3 

1,063 

468,244 

44j0 

1,968 

111,897 

57 

390,678 

970,819 

/ 

1.03 

10 

1,06-^ 

4^3,225 

453 

1,968 

111,659 

57 

330,512 

975,396 

/ 

0.47 

17 

1,06^ 

493,  U9 

463 

1,969 

103,837 

53 

387,746 

984,732 

/ 

0.96 

2K 

1,060 

497,949 

470 

1,969 

104,204 

53 

371,276 

973,429 

1.15 

Vbt.     3 

1,059 

460,763 

435 

1,962 

100,534 

51 

369,366 

930,663 

— 

4.39 

10 

1,050 

468,481 

4A6 

1,962 

100,459 

51 

372,341 

9a,  281 

/ 

l.U 

17 

1,0A2 

488,103 

468 

1,964 

106,949 

54 

369,316 

964,368 

/ 

2.45 

2A 

1,035 

497,501 

481 

1,961 

110,822 

57 

396,481 

1,004,804 

/ 

4.19 

31 

1,035 

443,828 

429 

1,962 

95,906 

49 

352,587 

892,321 

11.19 

Apr.     7 

925 

470,519 

509 

1,962 

101,291 

52 

376,976 

948,786 

/ 

6.33 

U 

923 

453,127 

491 

1,961 

101,003 

51 

369,086 

923,216 

2.70 

21 

925 

472,327 

511 

1,960 

106,129 

54 

385,351 

963,807 

/ 

4.40 

28 

921 

447,873 

486 

1,959 

101,656 

52 

376,506 

926,035 

3.92 

May       5 

921 

437,489 

475 

1,960 

97,622 

50 

379,629 

914,740 

— 

1.22 

12 

923 

435,345 

472 

1,958 

89,091 

46 

363,327 

887,763 

— 

2.95 

19 

923 

454,815 

493 

1,965 

93,345 

47 

381,381 

929,5a 

/ 

4,71 

26 

924 

435,992 

472 

1,959 

92,008 

47 

365,034 

893,034 

3.93 

June     2 

923 

416,692 

451 

1,952 

110,799 

57 

356,095 

883,586 

- 

1.06 

9 

923 

452,384 

490 

1,950 

98,774 

51 

332,926 

884,084 

/ 

0.06 

16 

923 

456,467 

495 

1,942 

101,345 

52 

364,640 

922,452 

/ 

4.34 

23 

925 

421,675 

456 

1,937 

96,601 

50 

352,877 

871,153 

5.56 

30 

925 

a6,4B9 

450 

1,929 

95,080 

49 

350,031 

861,600 

— 

1.10 

July     7 

920 

396,177 

431 

1,923 

91,235 

47 

332,039 

819,451 

_ 

4.89 

U 

925 

330,234 

4.11 

1,922 

39,228 

46 

330,156 

799,618 

— 

2.42 

21 

922 

352,801 

383 

1,912 

83,571 

44 

334,223 

770,595 

■. 

3.63 

28 

921 

341,143 

370 

1,908 

82,803 

43 

328,290 

752,2a 

— 

2.38 

Aug.     4. 

920 

341,211 

371 

1,904 

80,827 

42 

328,445 

750,483 

~ 

0.23 

11 

921 

352,458 

383 

1,898 

86,320 

45 

328,022 

766,800 

/ 

2.17 

18 

904 

358,733 

397 

1,893 

89,366 

47 

393,316 

841,415 

/ 

9.73 

25 

913 

373,824 

409 

1,891 

92,651 

49 

351,868 

818,343 

2.74 

Sept.   1 

918 

383,155 

LXl 

1,889 

100,265 

53 

4U,238 

897,658 

/ 

9.69 

8 

920 

381,590 

415 

1,883 

85,709 

46 

320,929 

788,228 

12.19 

15 

919 

380,158 

414 

1,879 

95,354 

51 

367,135 

842,667 

/ 

6.91 

22 

919 

407,323 

UU3 

1,854 

94,643 

51 

358,520 

860,486 

/ 

2.11 

29 

926 

394,801 

426 

1,835 

95,715 

52 

377,338 

867,854 

/ 

0.86 

Oct.     6 

930 

392,106 

422 

1,814 

95,543 

53 

339,722 

827,371 

4.66 

13 

930 

403,000 

433 

1,801 

97,380 

54 

350,346 

850,726 

/ 

2.82 

20 

930 

386,906 

416 

1,794 

92,554 

52 

353,941 

833,401 

2,04 

27 

929 

395,897 

426 

1,784 

93,965 

53 

347,983 

837,845 

/ 

0.53 

Nov.     3 

930 

394,735 

424 

1,776 

94,451 

53 

365,717 

854,903 

/ 

2.04 

10 

931 

418,579 

450 

1,774 

105,199 

59 

370,506 

894,284 

/ 

4.61 

17 

931 

451,901 

485 

1,767 

106,098 

60 

381,356 

939,355 

/ 

5.04 

zu 

929 

448,612 

483 

1,763 

102,1 /,8 

58 

382,905 

933,665 

0.61 

Dec.     1 

926 

375,^22 

405 

1,768 

92,843 

53 

364,951 

833,216 

_ 

10.76 

8 

927 

400,220 

432 

1,760 

90,204 

51 

372,742 

863,166 

/ 

3.59 

15 

930 

396,161 

426 

1,756 

100,498 

57 

386,060 

882,719 

/ 

2.27 

22 

931 

531,248 

571 

1,754 

130,926 

75 

451,079 

1,113,253 

/  26.12 

29 

931 

439.974 

473 

1.750 

118.104 

67 

380.160               938.238             -  15.72 
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Compiled  from  data  in  Dairy  and  Poultry  Market  Statistics  1951.  Stat.  Bui.  II6,  PM&,  Sept.  1952. 
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Restrictive  Features  of  Marketing  System 

Certain  features  of  the  marketing  system  tend  to  restrict  the  move- 
ment of  supplies  of  butter  in  response  to  charges  in  supply  and  demand  and 
influence  the  effectiveness  of  the  checks  and  balances  which  act  to  limit 
price  maladjustment.  The  most  important  factors  are:   (l)  The  sales  agree- 
ment systemj  and  (2)  the  distribution  of  large  quantities  of  butter  by  inte- 
grated marketing  organizations.  Both  of  these  factors  tend  to  cause  a  "sticki- 
ness" in  the  marketing  systemj  the  response  to  price  is  dulled  and  prices 
can  stay  out  of  line  longer  than  would  be  the  case  if  sales  agreements  and 
integration  did  not  restrict  the  quantity  of  butter  reaching  the  central 
markets  and  entering  open-market  transactions.   (No  implication  is  intended 
that  the  net  effects  of  either  of  these  features  of  the  marketing  system 
are  undesirable.  In  fact,  both  features  tend  to  reduce  marketing  costs.) 

The  sales  agreement  system,  under  which  receivers  buy  supplies  from 
creameries  on  the  basis  of  an  understanding  that  settlement  will  be  made 
on  the  basis  of  a  published  quotation,  plays  an  integral  part  in  the  market- 
ing of  butter.  20/  Sales  agreements  provide  the  creamery  with  a  regular 
outlet  for  its  supplies  and  provide  the  receiver  with  a  regular  source  of 
supplies  of  known  characteristics.  Sales  agreements  create  certain  problems 
which  inhibit  the  action  of  price  upon  the  movement  of  supplies,  of  which 
it  is  important  to  be  aware: 

1„  Sales  agreements  make  it  difficult  for  receivers  to  obtain  addi- 
tional supplies  of  butter  from  creameries  except  by  offering 
to  pay  a  creamery  manager  a  higher  premium  than  he  is  currently 
receiving  from  some  other  receiver.  In  other  words,  competi- 
tion among  receivers  for  supplies  from  creameries  results  in 
pi^miums . 

2.  Under  the  sales  agreement  system,  supplies  of  butter  keep  com- 
ing to  a  receiver  whether  he  needs  them  or  not.  Supplies  can't 
be  easily  "shutoff." 

20/  There  are  indications  that  in  certain  areas  forces  are  at  work 
which  may  lessen  the  use  of  sales  agreements. 

The  developrent  in  recent  years  of  many  large  plants  in  the  Midwest, 
particularly  Wisconsin,  which  receive  whole  milk  and  manufacture  a  large 
number  of  dairy  products  as  well  as  butter,  has  created  problems  for  the 
sales  agreement  system.  These  plants  ma.y  be  standby  plants  for  fluid  milk 
markets  and  may  at  times  sell  large  quantities  of  cream  in  Eastern  iTiarkets; 
they  also  may  be  equipped  to  manufacture  whole  milk  powder,  evaporated  milk, 
and  cheese  as  well  as  butter  and  nonfat  dry  milk  solids.  At  times,  such 
plants  manufacture  very  sizable  quantities  of  high-quality  butter;  at  other 
times  when  "higher-use"  outlets  are  available,  they  may  manufacture  only 
enough  butter  to  meet  the  needs  of  their  patrons  and  local  outlets.  Receivers 
having  sales  agreements  with  these  large  diversified  plants  have  a  much  less 
dependable  source  of  supplies  than  do  receivers  having  sales  agreements  with 
creameries  in  the  farm  separated  cream  areas  where  no  product  other  than 
butter  is  manufactured. 
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3.  Sales  agreements  reduce  the  araotmt  of  bargaining  between  creameries 
and  receivers,  because  of  the  long-term  natiore  of  sales  agree- 
ments. 

4.,  Sales  agreements  tend  to  create  a  system  where  non-price  rela- 
tionships between  seller  and  buyer  become  important, 

5,  Supplies  of  butter  do  not  readily  move  between  markets  in  response 
to  short- time  price  advantages. 

The  distribution  of  large  quantities  of  butter  by  receivers  to  their 
own  jobbing  and  retail  outlets  throughout  the  coxmtry  also  tends  to  inhibit 
the  effect  of  price  on  the  movement  of  supplies  of  butter.  A  large  chaitt- 
store  or  meatpacker,  for  instance,  must  move  supplies  into  various  outlets 
in  the  East  in  order  to  meet  requirements  of  these  outlets  regardless  of 
whether  the  relationship  of  the  New  York  quotation  to  the  Chicago  quotation 
is  favorable  or  unfavorable. 

Because  of  the  importance  of  long-time  relationships  between  receivers 
and  creameries  and  the  fact  that  receivers  are  in  a  position  of  having  to 
supply  regular  outlets  regardless  of  central  market  price  relationship  at  a 
particular  time,  it  is  probably  easier  for  the  New  York  and  Chicago  central 
market  quotation  to  get  out  of  line  and  to  stay  out  of  line  for  a  period  of 
time, 

A  good  example  of  the  degree  of  inflexibility  which  is  introduced  by 
certain  features  of  the  present  pricing  arrangements  is  provided  by  the  be- 
havior of  wholesale  butter  prices  in  Philadelphia,  The  Philadelphia  prices 
are  closely  related  to  New  York  quotations.  Instances  have  been  observed 
when  supplies  of  butter  in  Philadelphia  were  short  but  because  of  a  decline 
in  price  at  New  York  the  price  at  Philadelphia  also  declined. 

Relationship  of  Volume  of  Trading  on  E^cchanges  to  Daily  Price  Changes 

It  is  interesting  to  note  the  relationship  between  the  day-to-day 
changes  in  the  central  market  quotation  and  the  nature  and  extent  of  the 
activity  on  the  spot  board  which  is  associated  \d.th  day-to-day  changes  in 
price. 

If  a  large  degree  of  control  were  being  exercised  over  butter  prices 
by  a  small  group  of  receivers  acting  in  collusion  it  would  be  expected  that 
a  relatively  large  daily  price  change  up  or  down  could  be  brought  about  with 
little  more  offering  or  bidding  than  would  have  to  be  made  to  bring  about  a 
small  adjustment  in  price.  On  the  other  hand,  if  the  mar  Ice  t  were  more  com- 
petitive and  conflicting  interests  were  represented  in  the  trading  it  would 
be  expected  that  a  large  upward  change  in  price  would  be  associated  with  a 
relatively  larger  number  of  bids  and  that  a  sharp  decline  in  daily  prices 
would  be  associated  with  a  relatively  larger  number  of  offerings.  In  a 
very  general  way  a  comparison  of  day-to-day  price  changes  and  the  number 
of  bids  and  offers  on  the  spot  call  shows  the  amount  of  trading  necessary 
to  influence  the  market,  and  provides  some  basis  for  judging  the  extent  to 
which  direct  checks  and  balances  are  represented  in  the  exchange  trading. 


-  54  =- 

Figure  2  shows  the  number  of  unfilled  bids  and  uncovered  offers  on 
the  spot  butter  board  of  the  New  York  ^fercantile  Exchange  during  194B  uhich 
were  associated  with  various  day-to-day  changes  in  the  Urner-Barry  quota- 
tion for  92  score  butter.  Sharp  increases  in  price  were  generally  associated 
with  a  relatively  larger  number  of  bids  than  small  increases  and  large  down- 
vrard  price  movements  were  generally  associated  with  a  relativel:/  larger 
number  of  offers  than  were  associated  with  small  price  declines. 


^ 
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DAI-TO-DAY  FLI3CTUATI0NS  IN  SPOT  BUTTER  HIICES 


One  of  the  criticisms  of  spot  butter  prices  has  been  the  fact  that 
at  times  the  prices  have  fluctuated  violently  from  day  to  day.  Many  persons 
have  looked  upon  this  as  an  indication  of  manipulation,  A  statement  given 
to  the  New  York  and  Chicago  mercantile  exchanges  by  a  committee  made  up  of 
several  of  the  largest  butter  receivers  in  the  country,  butter-marketing 
cooperatives,  creameries,  and  a  representative  of  one  of  the  State  univer- 
sities indicates  the  concern  which  was  expressed  early  in  194-8  in  respect 
to  the  matter  of  daily  fluctuations  in  the  price  of  butter:  21/ 

"Changes  in  butter  prices  on  the  New  York  and  Chicago  mer- 
cantile exchanges  have  been  so  frequent  and  large  in  recent  months 
as  to  be  a  matter  of  \anusual  concern  among  farmers,  creamery  op- 
erators, handlers  of  butter,  and  even  retailers  and  consumers, 

"Daily  ups  and  downs  in  butter  prices  have  been  more  numerous 
ajad  frequently  larger  than  would  appear  to  be  warranted  by  day-to- 
day changes  in  supplies  or  by  general  demand  and  supply  conditions. 

"In  21  out  of  83  trading  days  from  January  1st  to  April  30, 
194-8,  butter  prices  on  the  Chicago  market  went  up  or  down  2  cents 
or  more  per  pound.  On  12  dajrs  the  change  was  3  cents  or  more  per 
pound,  and  on  1  day  over  7  cents  per  pound.  Similar  data  for 
New  York  showed  even  wider  and  more  frequent  price  changes, 

"Seveiul  hundred  million  pounds  of  butter  are  purchased  and 
sold  annually  on  the  basis  of  butter  quotations  determined  largely 
from  sales  on  these  exchanges.  It  follows  that  the  transactions 
on  these  exchanges  should  be  as  representative  as  possible  of 
actual  conditions  in  the  whole  butter  industry,  Cfeily  in  this 
way  can  the  exchanges  be  reliable  'barometers*  of  price  and  markets," 

Undue  short-time  fluctuations  in  prices  of  butter  or  other  products 
are  undesirable  for  a  number  of  reasons: 

1.  Marketing  risks  brought  about  by  such  short-time  fluctuation 
may  add  to  the  cost  of  distribution.  Liformation  obtained 
concerning  average  monthly  prices  received  for  butter  ty  a 
group  of  creameries  during  194-7,  a  year  when  butter  prices 
were  unusually  variable,  showed  wide  variations  among  plants 


21/  Members  of  this  ccmmittQe  ware  M,  F.  Tot  ten.  Land  0»  Lakes  Cream- 
eries; A.  J.  Nelson,  North  Star  Dairyj  Prof.  R.  K,  Froker,  University  of 
Wisconsin;  Ctaar  Gaston,  John  Habbegger  Co. j  Leo  Benson,  State  Brand  Cream- 
eries; Vfeilter  Grell,  Armour  and  Company;  and  Orville  Ause,  H.  C.  Christians 
CompEuiy, 
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in  average  monthljr  prices  received  for  butter.  22/  For  ex- 
ample, one  plant  received  an  average  of  66,4-  cents  for  butter 
in  February  and  another  plant  received  73.0  cents.  The  fol- 
lovdng  month  the  plant  which  received  the  lower  price  in 
February  received  an  average  price  of  72,0  cents  and  the 
other  plant  received  67,3  cents.  These  differences  undoubtedly 
were  due  largely  to  the  fact  that  during  each  month  one  cream?- 
ery  was  fortunate  enough  to  have  made  shipments  at  times  when 
the  market  was  high  and  the  other  plant  was  unfortunate  enough 
to  have  made  shipnents  when  the  market  was  low, 

2,  From  the  producer *s  and  the  distributor's  standpoint  sharp 

changes  in  price  are  undesirable,  particularly  in  the  case  of 
a  product  where  a  substitute  product  is  available.  In  the 
case  of  butter,  sharp  price  rises  may  induce  consumers  to 
switch  to  other  spreads  and  when  pirices  fall  a  certain  pro- 
portion of  those  who  have  made  the  "svdtch"  may  not  renew 
their  purchases  of  butter, 

3.  Fluctuations  in  prices  may  attract  undue  speculative  activity 

of  a  sort  which  in  turn  may  create  additional  instability. 

Fluctuations  of  Butter  Rrices  Relative  to  Other  Agricultiii^l  Commodities 

In  considering  whether  or  not  the  day-to-day  fluctuations  in  butter 
prices  have  been  unreasonable,  it  is  helpful  to  compare  the  variability  in 
daily  butter  prices  with  variability  in  prices  of  other  agricultural  com- 
modities. The  analysis  which  follows  t«is  made  for  three  other  commodities, 
eggs,  cotton,  and  wheat.  All  three  commodities  are  sold  on  canmodity  ex- 
changes. The  voltmie  of  trading  on  the  spot  egg  market  is  relatively  limited. 
On  the  other  hand  large  quantities  of  spot  wheat  are  bou^t  and  sold  on  com- 
modity exchanges.  Spot  cotton  prices  are  established  by  a  quotation  coifr- 
mittee  in  ten  designated  markets.  This  method  of  establishing  spot  quotations 
is  specified  in  regulations  issued  by  the  Secretary  of  Agriculture  tinder 
the  authority  of  the  U,  S,  Cotton  Futures  Act,  23/  The  avei^ge  of  the 
prices  at  the  ten  designated  spot  mcp^kets  is  frequently  used  as  a  settle- 
ment base. 

Two  years '  daily  prices  for  each  commodity  were  analyzed.  An  attempt 
was  made  to  select  one  year  for  which  prices  were  extraordinarily  variable, 
and  one  year  when  prices  were  relatively  stable. 

Daily  butter  prices  for  the  "variable  year"  were  some\diat  less  variable 
than  those  for  wheat  or  eggs  and  considerably  more  variable  than  those  for 
cotton.  24/  (Table  12. ) 


22/  March,  R.W.  The  Pricing  of  Surpltis  Milk  in  the  Chicago  l%rket. 
p.  38.  PMA.  USDA.  Nov.  1949. 

^2/  Regulations  of  the  Secretary  of  Agriculture  under  the  U.  S.  Cotton 
Futures  Act  as  Amended.  USDA.  PMA.  Jiine  1948. 

2^/  On  the  basis  of  the  percentage  the  standard  deviation  of  daily 
price  change  was  of  average  price. 
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Extent  of  Price  Fluctuations 

Daily  butter  prices  were  relatively  stable  during  1940,  19^1,  1949, 
1950,  and  1951j  they  were  relatively  variable  d\iring  the  last  half  of  194-6, 
and  during  1947  and  1948.  (Table  130   During  part  of  1942  and  1946  and 
during  all  of  1943,  1944,  and  1945  butter  prices  were  under  Government 
price  control.  During  1949  and  1950  butter  prices  were  at  or  near  Govern- 
ment support  levels.  The  support  program  was  also  a  stabilizing  influence 
during  1951. 

During  257  trading  days  in  1948  the  Chicago  market  price  increased 
from  the  previous  day's  price  on  68  occasions,  decreased  on  60  occasions 
and  did  not  change  on  129  days.  Forty-four  of  the  Increases  and  49  of  the 
decreases  were  1  cent  or  more.  Thirteen  of  the  increases  and  27  of  the  de- 
creases were  2  cents  or  more.  On  the  other  hand  in  1951  there  were  only 
two  increases  of  2  cents  or  more  and  only  one  decrease  larger  than  2  cents. 

During  1948  most  of  the  increases  and  decreases  were  in  l/2-cent 
units,  particularly  at  Chicago.  There  were  no  l/4-cent  increases  emd  only  one 
l/4-cent  decrease.  The  price  Increased  by  l/2-cent  22  times  and  by  1-cent 
23  times  but  increased  by  3/4  of  a  cent  only  twice.  Decreases  were  also 
grouped  on  the  l/2-cent  Intervals  with  very  few  changes  in  l/4-cent  units. 
In  all,  during  1948,  63  of  the  68  increases  were  in  l/2-cent  units  €uid  56 
out  of  60  decreases  were  in  l/2-cent  units. 

During  1951  the  dally  price  changes  assumed  a  more  nearly  normal 
distribution  with  more  than  half  of  the  total  increases  being  1/4  of  a 
cent,  and  12  of  35  decreases  being  only  1/4  of  a  cent.  (Table  14.) 

Comparison  of  Price  Fluctuations  at  Chicago  and  New  York 

During  each  of  the  years  1947,  1948,  and  1951  the  commercial  quota- 
tions for  the  New  York  market  showed  considerably  more  variability  than  did 
the  Chicago  market  quotations.  In  1947  the  Chicago  quotation  for  92  score 
butter  changed  by  1/2  cent  or  more  from  the  previous  day  on  131  occasions, 
vrtiereas  the  New  York  market  changed  hy  1/2  cent  or  more  172  times.  In  1948 
the  Chicago  quotation  changed  by  1/2  cent  or  more  on  127  occasions  while 
the  New  York  quotation  changed  by  1/2  cent  or  more  on  188  occasions. 

Reasons  for  Price  Fluctuations 

After  a  sharp  increase  or  decrease  in  the  price  of  a  ccxnmodlty  such 
as  butter  it  is  not  uncommon  to  hear  the  following  type  of  comment,  "How  can 
the  price  of  butter  drop  5  cents  a  potind  from  one  day  to  the  next,"  or,  "\diy 
(  is  a  po\2nd  of  butter  worth  75  cents  on  Thursday  and  70  cents  on  Friday." 
The  reasons  are  much  the  same  as  the  reasons  why  a  stock  on  the  New  York 
Stock  Exchange  may  be  listed  at  12  1/2  one  day  and  10  the  next.  A  commodity 
is  worth  what  those  buying  and  selling  it  think  it  is  worth,  or,  more  specifi- 
cally in  the  case  of  butter  vrtiat  large  buyers  and  sellers  are  willing  to  buy 
or  sell  for.  We  may  say  that  the  explanation  of  short-time  price  fluctimtions 
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Table  14.. — Frequency  distribution  of  day-to-day  changes  in 
the  price  of  92  score  butter  at  Chicago  and  at 
New  York,  19i^7,  194-8,  1951 


Change  from 

previous 
day's  price 


Chicago 


23KL 


2241 


1951 


New  York 


1947 


194.8 


19^1 


+ 
+ 
+ 
+ 

+ 
+ 
+ 
+ 
+ 
+ 


Cents 


Number   ^Jumber   Number 


3.00  or  more 2  4. 

2.75 

2.50 2  3 

2.25 

2.00 6  6 

1.75 

1.50 11  5 

1.25 4.  3 

1.00 23  23 

0.75 3  2 

0.50 ■-  35  22 

0.25 7 

Total  increases 93  68 

0.00 106  129 

Total  decreases 56  60 

0.25 10  1 

0.50 5  9 

0.75 2  1 

1.00 11  11 

1.25 "  3  1 

1.50 7  10 

1.75 2- 

2.00 6  12 

2.25 2  1 

2.50 U  7 

2.75 

3.00  or  more 4-  7 

Total 255  257 


2 

1 


6 

U 
18 
32 
63 

157 

35 
12 

15 
7 


1 
255 


Number   Number   l^hmiber 


2 

1 
5 
7 

15 
6 

27 
8 

26 

16 
115 

53 

83 
11 
21 

13 
12 

U 
3 
1 
5 
U 
2 
1 
6 

251 


7 
2 

4 

3 
2 

7 

8 

22 

9 
26 

6 
96 

48 

no 

12 

20 

8 

24 
6 

13 
2 

12 
1 
3 
2 
7 

254 


8 

4 

29 

31 

75 

127 

48 

21 

16 

4 

5 

1 


250 


Compiled  from  data  in  Chicago  Price  Current  and  Producers '  Price  Cuirent. 
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may  be  found  in  the  factors  which  affect  the  willingness  of  buyers  to  buy 
at  a  particular  price  or  sellers  to  sell. 

Factors  ;rfiich  affect  short-time  willingness  to  buy  or  to  sell  may 
be  broken  down  into  several  categories,  as  follows: 

1.  Published  information  as  to  production  of  butter,  storage 

holdings,  consumption,  prices  of  other  dairy  products. 

2.  Less  specific,  but  often  more  timely,  information  concerning 

production,  consumption,  and  other  supply-demand  factors^ 
which  buyers  and  sellers  pickup  d\aring  the  course  of  business, 
such  information  many  times  may  border  on  rumor, 

3.  Outlook  information  as  to  prospective  production,  stocks,  and 

consumption  and  price, 

4,,  "Feel"  of  the  market  based  largely  on  long  experience  in  the 
market, 

5.  Certain  psychological  factors  which  may  have  little,  if  any, 

relation  to  the  economics  of  the  situation. 

6.  Other  factors  which  may  be  associated  with  particular  charac- 

teristics of  butter  such  as  seasonality  of  production,  or 
the  nature  of  the  agencies  engaged  in  its  jnroduction  and 
distribution,  or  the  degree  of  competition  which  exists. 

Specifically  there  are  several  factors  which  appear  to  be  important 
causes  of  the  sometimes  rather  sharp  fluctuation  in  daily  butter  prices. 
Seasonally,  butter  production  is  variable  with  production  nearly  twice  as 
great  in  the  spring  and  early  summer  as  in  the  fall  of  the  year.  Butter 
production  also  is  often  variable  said  unpredictable  frcan  week  to  week. 
Ordinarily,  butter  represents  the  lowest  use  value  for  butterfat.  Supplies 
of  milk  and  cream  are  processed  into  butter  if  more  profitable  outlets  are 
not  available  and  on  the  other  hand  may  be  rapidly  diverted  from  butter  to 
other  manufactured  products  or  cream  on  short  notice  if  such  outlets  become 
available.  Receivers  depending  on  multi-purpose  plants  may  find  that  the 
creameries  from  which  they  obtain  supplies  have  quit  churning  temporarily 
or  are  starting  to  chum  again.  This  lias  a  considerable  effect  on  their 
supply  situation.  Frequently  these  sharp  changes  in  the  volume  of  supplies 
received  may  be  felt  by  a  number  of  receivers  at  about  the  same  time  be- 
cause of  the  fact  that  forces  favoring  shifts  between  butter  and  higher 
use  products  tend  to  affect  many  plants  simultaneously. 

The  amount  of  butter  moved  into  retail  channels  from,  week  to  week 
varies  considerably.  This  makes  it  difficult  for  receivers  to  appraise 
short-time  changes  in  demand. 

Buying  and  selling  on  the  basis  of  the  quotation  tends  to  reduce  the 
amount  of  bargaining  between  buyer  and  seller,  and  tends  to  delay  necessary 
price  adjustments  and  further  tends  to  restrict  the  movement  of  supplies 
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between  markets  in  response  to  price  changes.  For  instance,  buyers,  when 
pirices  get  to  a  point  where  they  consider  that  there  is  more  chance  of 
prices  going  dovm  than  going  up,  may  restrict  purchases  and  buy  on  a  day- 
to-day  basis  rather  than  bargain  for  a  lower  price.  This  tends  to  delay 
necessary  price  changes,  create  a  false  impression  as  to  demand  for  butter, 
and  probably  makes  price  changes  more  severe  \Aien  they  come.  After  the 
sharp  break  has  come,  a  period  of  heavy  buying  may  follow  to  again  fill 
the  "pipe  lines"  of  distribution. 

The  manner  in  which  quotations  are  established  probably  tends  to 
make  for  greater  price  fluctuation  from  day  to  day.  The  number  of  those 
involved  in  the  actual  price-making  transactions  is  limited  and  the  volume 
of  trading  on  which  quotations  are  based  is  limited  for  reasons  previously 
discussed.  This  makes  it  easier  for  an  individual  to  influence  price  for  a 
day  or  two,  by  his  own  actions. 

Because  of  the  relatively  small  volume  of  open-market  trading  in 
wholesale  bulk  butter,  buyers  and  sellers  do  not  have  as  much  opportunity 
to  obtain  information  as  to  short-time  changes  in  supply-demand  conditions, 
particularly  demand  conditions,  as  they  would  have  if  there  were  a  broader 
wholesale  market  for  butter.  Buying  or  selling  in  the  open  market  by  a 
large  buyer  may  be  given  more  significance  than  is  justified.  Several  re- 
ceivers said  that  open-market  purchases  or  sales  by  large  buyers  of  butter 
often  had  a  considerable  effect  on  spot  butter  prices  and  on  their  own 
judgment  of  market  conditions.  However,  dijring  the  course  of  conversa- 
tion with  several  of  these  large  buyers  they  indicated  that  the  natiu*e  of 
their  operemarket  buying  or  selling  was  such  as  to  provide  no  reasonable 
basis  for  judging  their  over^-all  supply  situation.  Probably  a  few  well- 
placed  central  market  \Aiolesalers  find  themselves  in  a  position  to  perceive 
rather  quickly  the  short-time  changes  in  supply-demand  conditions j  however, 
such  vdiolesalers  are  so  few  in  number  as  to  raise  the  question  of  whether 
their  more  nearly  i)erfect  market  information  would  have  a  stabilizing  or 
unstabilizing  effect  on  the  market.  Imperfect  information  as  to  chcuiges 
in  supply-demand  conditions  which  stans  in  part  from  the  nattire  of  the 
marketing  systaa  tends  to  create  price  fluctuations. 

When  butter  is  being  put  into  storage  the  speculative  demand  for 
storage  butter  tends  to  stabilize  the  butter  market.  As  receivers  and 
distributor's  move  from  the  point  that  production  has  started  to  increase 
in  December  to  the  point  where  the  into-storage  movement  exceeds  the  out- 
of-storage  movement,  most  receivers  find  it  desirable  to  move  receipts  of 
butter  as  they  are  received  and  to  gradually  reduce  their  storage  holdings. 
Small  changes  in  production  and  stocks  have  considerable  effect  on  price. 
The  market  is  "nervous"  or  "touchy,"  and  dealers  tend  to  have  little  con- 
fidence in  values.  This  lack  of  confidence,  in  part,  reflects  an  inadequate 
basis  for  making  decisions  as  to  what  supply-demand  conditions  will  be.  A 
wave  of  optimism  or  pessimism  may  send  prices  up  or  down.  Speaking  of  con- 
ditions in  the  Chicago  butter  market  in  January  1952,  one  large  Chicago 
receiver  indicated  that  all  you  had  to  do  was  to  "blow"  to  move  the  market 
one  way  or  another.  A  New  York  dealer  in  a  letter  to  the  Editor  of  the 
Dairy  Record  made  the  following  statement  which  pertains  directly  to  the 
subject;  2^/ 


25/  I>airy  Record.  Vol.  48.  pp.  34^35.  Feb.  11,  1948. 
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"Another  cause  of  wild  fluctuations  is  because  we  have  a 
"thin"  market,  1*11  explain  what  I  mean  this  way:  —  during 
the  summer  there  is  a  lot  of  butter — too  much  to  be  eaten-— 
and  so  we  hit  a  level  at  vdiich  some  people  are  willing  to  buy 
the  surplus  butter  and  store  it.  That  acts  as  a  steadying 
influence  and  keeps  the  market  from  going  down  in  violent 
jimipe.  At  the  same  time  a  reserve  supply  of  butter  is  on  hand 
and  if  the  narket  goes  up  someone  is  willing  to  sell  some  of 
this  reserve  and  this  keeps  us  frcM  too  many  violent  swings. 

"But  now  ^ehrvaij/  storage  butter  which  acted  as  a 
steadying  influence  on  the  market  is  about  all  gone— and 
what's  left  cannot  well  be  used  as  fancy.  At  the  same  time 
no  one  has  confidence  enough  in  butter  to  want  to  accumulate 
any  at  present  prices— and  so  buyers  only  buy  what  they  need 
for  a  few  days  and  sellers  want  to  sell  out  as  soon  as  the 
butter  comes  in.  There  is  neither  reserve  buying — nor  a 
willingness  to  hold  butter  which  would  act  as  a  steadying 
influence.  A  few  days '  extra  supply  will  send  it  down — and 
short  supplies  send  it  up." 

Another  possible  reason  for  day-to-day  fluctijations  in  butter  prices 
is  the  fact  that  the  various  published  information  with  respect  to  produc- 
tion, stocks,  movement  into  retail  channels,  and  other  factors  becomes 
available  on  different  days  of  the  week  so  that  the  impact  of  production 
information  is  felt  one  day  and  stocks  information  another  day.  Also  much 
demand  and  supply  information  is  not  available  on  a  daily  basis,  but  at 
weekly  intervals  and,  for  this  reason,  at  times  the  impact  of  certain 
changes  in  supply  or  demand  instead  of  being  felt  gradually  may  have  more 
of  an  impact  on  the  market  because  they  represent  an  accumulation  of 
happenings . 

Local  supply  conditions  may,  on  occasion,  be  responsible  for  short- 
time  fluctuations.  At  certain  times  there  may  be  little  uncommitted  butter 
available  for  trading  on  the  exchange  and  the  market  may  be  bid  up  because 
of  a  local  short-time  supply  situation.  Dealers  faced  with  the  necessity 
of  supplying  butter  to  their  regular  trade  may  at  certain  times  find  it 
difficult  to  obtain  enough  butter  to  sell  on  the  exchange  to  keep  the  market 
from  rising. 

An  apparent  indifference  of  many  large  distributors  to  the  actual 
level  of  prices  also  may  be  listed  as  a  factor  contributing  to  daily  price 
fluctuations.  This  point,  of  course,  is  very  closely  related  to  two  other 
points:  (l)  The  thinness  of  the  market;  and  (2)  the  fact  that  buying  and 
selling  on  the  basis  of  the  quotation  will  tend  to  put  many  buyers  and 
sellers  in  a  position  where  they  are  more  concerned  with  margins  relative 
to  the  quotation  than  with  the  actual  level  of  the  quotation  itself. 
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HlEMimC  AND  THE  "mTOERQUOTED"  MARKET 

One  of  the  most  frequent  criticisms  of  central  market  butter  quota- 
tions is  that  such  quotations  are  not  representative  of  the  price  at  which 
large  quantities  of  butter  are  bought  and  sold.  To  support  this  contention, 
it  has  been  pointed  out  that  premiums  over  the  central  market  quotation  are 
frequently  paid  to  creameries.  It  is  further  pointed  out  that  a  receiver 
cannot  pay  premiums  over  the  wholesale  quotation  to  the  creamery  and  then 
profitably  sell  the  butter  in  the  central  market  at  the  quotation.  The  con- 
clusion is  then  drawn  that  the  central  market  quotations  "underquote"  the 
market. 

The  "premium  evil"  has  been  considered  by  some  to  be  one  of  the  most 
serious  shortcomings  of  the  present  system  of  wholesale  butter  price  estab- 
lishment. Considerable  discussion  has  been  given  to  the  reporting  of  prices 
received  by  creameries  f.o.b.  plant  for  butter  in  order  that  information 
may  be  available  as  to  what  creameries  actually  receive  for  butter.  26/ 

The  explanation  of  premitmis  and  the  "underquoted"  market  appear  to 
lie  in  a  combination  of  the  following  intern-related  factors: 

1.  The  commercial  quotations  are  not  thought  of  by  the  trade  as 

being  an  average  of  wholesale  prices.  They  are  rather 
thought  of  as  barometers  of  value j  they  are  used  as  a 
basing  price  to  which  premiums,  discounts,  or  other  trade 
markups  are  applied.  The  wholesale  selling  prices  reported 
hy   USDA  reflect  a  limited  volume  of  trading  and  a  stage  in 
the  marketing  system  vrtiich  is  generally  bypassed,  particu- 
larly in  Chicago, 

2.  Corollary  to  point  1,  large  integrated  receivers  and  dis- 

tributors such  as  the  chainstores  and  others,  because  of 
efficiencies  realized  in  distribution  and  because  of  the 
nature  of  their  distributive  outlets,  are  able  to  pay  more 
for  butter  than  would  be  the  case  if  they  had  no  outlet  for 
the  butter  other  than  the  wholesale  open  market, 

3.  Butter  offered  on  the  open  market  usually  tends  to  be  the 

least  desirable  part  (within  grade)  of  a  receiver's  supn 
plies  and  therefore  might  be  expected  to  bring  a  price 
which  was  "less  than  average"  for  the  grade;  the  assumption 
being  that  a  receiver's  most  desirable  supplies  are  dis- 
tributed to  his  regular  trade.  The  extent  to  \fhlch   this 
point  is  valid  is  not  known,  and  the  effect,  if  any,  on 


26/  Ma  this,  Anthony  G.  i^rket  News  Reporting  of  Prices  Received  by 
Creameries.  USDA.  mk,   37  pp.  l^rch  1952. 
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the  level  of  central  market  prices  is  almost  impossible 
to  determine.  However,  if  valid,  point  1  above  would  tend 
to  minimize  the  importance  of  this  factor, 

4.  BecaTose  of  the  nature  of  direct  buying  arrangements  which 

receivers  have  with  creameries,  competition  for  supplies 
takes  the  form  of  offering  a  higher  premium  to  a  creamery 
than  it  is  presently  receiving.  Additional  regular  sup- 
plies may  be  most  easily  acquired  in  this  manner.  Although, 
theoretically,  this  bargaining  could  be  on  the  basis  of  the 
size  of  discounts  below  the  quotation  rather  than  premiums, 
the  psychology  of  the  situation  apparently  is  such  that  the 
existence  of  premiums  appears  to  be  almost  inevitable  in  any 
system  where  supplies  are  purchased  on  the  basis  of  a  pub- 
lished quotation.  This  concliision  is  reinforced  by  evidence 
that  ihe   level  of  premiums  has  increased  during  periods  of 
time  vrtien  supplies  of  butter  were  generally  short, 

5,  Receivers  stated  that  premiums  are  paid  to  a  creamery  for  but- 

ter which  has  certain  characteristics  with  respect  to  flavor, 
color,  or  body  which  are  desired  by  their  particular  trade. 
All  the  characteristics  of  butter  are  not  adequately  defined 
by  grade,  and,  furthermore,  characteristics  which  are  con- 
sidered desirable  by  the  customers  of  one  receiver  may  be 
considered  undesirable  1:^  the  customers  of  another.  Re- 
ceivers, in  order  to  obtain  butter  having  the  characteristics 
^diich  their  customers  desire,  will  pay  premiums  to  get  such 
butter.  Receivers  are  also  willing  to  pay  premiums  to  cream- 
eries on  the  basis  of  such  factors  as  size  and  regularity  of 
shipment  and  uniformity  of  product.  These  observations  are 
supported  by  the  significance  vdaich  buyers  attach  to  the 
stencil  or  "mark"  identifying  the  creamery  which  manufactured 
the  butter.  Location  of  a  creamery  with  respect  to  a  re- 
ceiver 's  outlets  may  also  be  a  reason  for  the  paying  of  a 
premium. 

Because  of  the  above  factors,  it  would  appear  almost  impossible  to 
expect  to  develop  any  one  quotation  which  would  reflect  accurately  the  price 
of  butter  of  a  given  grade  at  a  given  level  of  trade.  It  appears  more  im- 
portant that  the  quotation  should  accurately  reflect  changes  in  supply- 
demand  conditions  than  that  it  reflect  an  average  or  "true"  value  of  the 
commodity. 
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ANALYSIS  OF  DAILY  BUTTER  PRICES 


The  High  and  the  Low  of  the  Ran/^re  of  Prices  Reported  by  USDA 

The  USDA  ^fa.^ket  News  Service  frequently  reports  a  range  of  prices 
for  butter.  In  194-3,  for  instance,  a  range  was  reported  in  the  price  of 
92  score  butter  at  Chicago  on  145  occasions  and  a  single  price  v/as  reported 
on  111  occasions;  the  Chicago  Price  Current  reported  a  range  on  only  5  oc- 
casions. Sales  of  butter  on  the  exchange  frequently  appear  as  the  low  of 
the  USDA  range.  The  high  of  the  range  reported  by  USDA  tends  to  reflect 
open-market  transactions. 

Differences  Between  USDA  and  Cominercial  Quotations 

The  commercial  quotations  are  generally  used  by  receivers  as  a  basis 
for  both  buying  and  selling  transactions.  Sales  of  wholesale  bulk  butter 
on  the  open  market  are  generally  made  at  a  markup  over  the  commercial  quo- 
tation. Ivholesale  selling  prices  reported  by  USDA  would  be  expected  to 
tend  to  reflect  the  quotation  plus  the  wholesale  markup. 

This  -aarkup  should  cover  the  receivers'  costs  of  receiving  and 
handling  the  butter,  profit,  and  also  a  charge  which  may  tend  to  reflect 
the  premium  which  was  attached  to  the  butter  at  the  creamery  level.  The 
difference  between  the  wholesale  selling  prices  reported  by  USDA  and  the 
commercial  quotations  also  at  times  tends  to  reflect  changes  in  market 
conditions  which  have  developed  after  the  commercial  quotation  has  been 
issued  in  the  morning  and  the  time  that  the  USDA  report  is  issued  in  the 
afternoon.  For  instance,  if  considerable  weakness  develops  for  one  reason 
or  another  after  the  close  of  the  exchange  trading  session,  it  is  not  un- 
usual for  the  USDA  market  reporter  to  find  transactions  being  made  at  the 
"market"  or,  on  occasion,  1/4-  cent  under  the  market.  This  generally  fore- 
shadows a  drop  in  values  on  the  spot  market  the  following  day.  On  the  other 
hand,  late  strength  in  the  market  may  cause  a  markup  over  the  quotation 
which  is  higher  than  usual.  The  USDA  daily  market  report,  therefore,  serves 
at  times  as  an  indicator  of  the  direction  the  commercial  quotation  may  be 
expected  to  move  on  the  following  day. 

Also,  it  would  appear  reasonable  that  the  differential  between  the 
wholesale  selling  prices  reported  by  USDA  and  the  commercial  quotation 
would  bear  -some  definite  relationship  to  the  general  level  of  pramlTims 
paid  by  receivers  to  creameries.  Such  premiums  are  known  to  vary  and  it 
would  appear  reasonable  that  the  wholesale  markup  would  be  higher  when  the 
general  butter  supply  situation  was  tight  and  the  level  of  premiums  was 
generally  high  than  when  the  level  of  premiums  at  the  creamery  level  was 
low. 
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During  194-0,  194-1>  and  19A2  the  wholesale  selling  prices  reported  by 
USDA  for  butter  at  Chicago  and  at  New  York  were  aliriost  always  identical  with 
the  coramercial  quotations  appearing  in  Chicago  Price  Current  and  Producers 
Price  Current,  respectively.   (See  tables  15  and  16.)  For  example,  whole- 
sale selling  prices  reported  by  USDA  for  92  score  butter  at  Chicago  were 
the  same  as  the  Chicago  Price  Current  quotation  for  92  score  butter  on  298 
out  of  304.  trading  days  during  1941. 

For  the  years  1946  to  1951,  the  wholesale  selling  prices  reported 
by  USDA  for  butter  at  Chicago  and  New  York  vrere  generally  higher  than  the 
corresponding  coiranercial  quotations.  If  the  high  of  the  range  is  used, 
when  a  range  is  reported,  prices  reported  by  USDA  averaged  about  1/2  cent 
higher  than  the  commercial  quotation  at  Chicago  and  about  I/4  cent  higher 
than  the  commercial  quotation  at  New  York.  Using  the  low  of  the  range, 
when  reported,  USDA  prices  averaged  I/4  cent  more  than  the  coimtierciai 
quotation  at  Chicago;  but  at  New  York  if  the  low  of  the  range  was  used  USDA 
prices  for  92  score  butter  averaged  5/100  cent  less  than  those  reported  by 
the  commercial  market  reporter.   (Table  17.) 

The  high  of  the  range — when  reported — of  prices  reported  by  USDA 
for  92  score  butter  at  Chicago  was  the  same  as  the  commercial  quotation 
at  Chicago  on  12  percent  of  the  trading  days  during  the  period  1946-51. 
Using  the  low  of  ranges — when  reported — the  USDA  prices  were  the  same  as 
the  commercial  quotation  on  39  percent  of  the  trading  days.   (Table  15.) 

At  New  York,  if  the  highs  of  reported  ranges  arc  used,  the  USDA 
prices  wei'e  the  same  as  the  commercial  quotation  39  piercent  of  the  trad- 
ing days;  and  if  the  lows  of  reported  ranges  are  used,  USDA  prices  were  the 
same  as  the  coraraercial  quotation  74  percent  of  the  time,   (Table  16.) 

It  has  been  mentioned  that  sales  of  butter  on  the  mercantile  exchanges 
often  appear  as  the  low  of  the  range  of  prices  reported  by  USDA.   In  1948, 
butter  was  sold  on  the  New  York  I'fercantile  Exchange  on  220  out  of  approximately 
250  trading  days,  whereas  in  Chicago  sales  were  made  on  only  126  days.  In 
1951,  exchange  sales  were  made  on  nearly  twice  as  many  days  at  New  York  as 
at  Chicago  although  the  volume  of  sales  on  the  two  exchanges  was  approximately 
equal.  The  fact  that  exchange  sales  are  made  on  a  much  greater  proportion 
of  the  trading  days  at  New  York  probably  is  an  important  factor  in  explaining 
the  fact  that  USDA  prices  and  Urner-Barry  prices  are  the  same  a  great  deal 
of  the  time  when  a  comparison  is  made  using  the  low  of  the  range,  when  ranges 
were  reported. 

The  apparent  explanation  of  why  the  wholesale  selling  prices  reported 
by  USDA  were  almost  identical  with  the  commercial  quotation  during  the  period 
1940,  1941,  and  1942,  but  were  consistently  higher  during  the  period  of  time 
OPA  maximum  price  regulations  were  in  effect  and  in  the  post-OPA  period  lies 
in  several  different  factors,  as  follows: 

1,  On  December  30,  1942,  the  USDA  announced  that,  with  the  introduction 
of  dollars  and  cents  ceiling  prices  on  butter  (effective  Decem- 
ber 30,  1942),  wholesale  selling  prices  reported  would  include, 
as  well  as  open-market  sales,  contract  sales  made  at  fixed 
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Table  15. — Frequency  distribution  of  differences  between  wholesale  selling  prices 

reported  hy   USDA  for  92  score  butter  at  Chicago  and  Chicago  Price 
Ciirrent  quotation  for  92  score  butter.  19^.0-41  and  19i^-51 


Amovmt  by 
which  USDA 
exceeded 
Chicago  Price 
Current 


19A0 


19a 


: 


1950  J  1951 


Total 
19A6-51 


Cents 


Number  Number  Number  Number  Number  Number  Number  Number  Number 


' 

Usinc  hieh  of  USDA  ranffei/ 

/  2.00 

1 

2 

3 

/  1.75 

1 

1 

/  1.50 

5 

23 

1 

29 

/  1.25 

1 

1 

/  1.00 

3 

20 

46 

1 

2 

72 

/  0.75 

U 

7 

7 

11 

78 

19 

136 

/  0.50 

53 

120 

108 

108 

118 

162 

669 

/  0.25 

8 

6 

13 

40 

22 

116 

55 

66 

312 

0.00 

29/^ 

298 

a 

59 

45 

17 

4 

166 

-  0.25 

1 

1 

1 

-  0.50 

1 

1 

-  0.75 

-  1.00 

1 

1 

-  1.25 

-  1.50 

Usine  low 

of  USDA 

rance2/ 

/  2.00 

1 

1 

/  1.75 

/  1.50 

1 

7 

8 

/  1.25 

1 

1 

2 

/  1.00 

17 

16 

33 

/  0.75 

1 

7 

1 

1 

10 

/  0.50 

a 

89 

90 

31 

96 

37 

384 

/  0.25 

B 

6 

7 

18 

18 

73 

127 

118 

361 

0.00 

2^U 

298 

72 

111 

98 

137 

25 

91 

534 

-  0.25 

1 

2 

8 

3 

8 

3 

5 

29 

-  0,50 

3 

7 

8 

3 

1 

22 

-  0.75 

1 

1 

-  1.00 

1 

5 

6 

-  1.25 

^- 

w 

-  1,?0 

n  /  T   _a-  /r 

i-. 

1 

1 

7j  When  a  single  price  was  reported  by  USDA  it  was  considered  as  both  the  high  and 
low  of  a  range. ^  Chicago  Price  Current  quotations  are  generally  in  the  form  of  a  single 
price.  On  the  infrequent  occasions  when  ranges  were  reported,  the  midpoint  was  taken. 
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Table  16. — Frequency  distribution  of  differences  between  wholesale  sel]ing  prices 

reported  by  USDA  for  92  score  butter  at  New  York  and  Urner-Barry 
quotation  for  92  score  butter  at  New  York,  194■0-/(^l  and  19A6-51 


Amovmt 
by  which 
USDA  exceeded 
Urner-Barry 


19/^0 


19a 


19^ 


19i^7 


19A8 


1949 


1950 


1951 


Total 
19A6-51 


Cents     Number  Number  Number  Number  Number  Number  Number  Number  Niimber 


Us  in  J?  hia:h 

of  ranf 

,'es  reported  by 

USDA 

and  Urner- 

-BarryS/ 

1 

/  2.00 

1 

/  1.75 

/  1.50 

2 

2 

/  1.25 

/  1.00 

13 

12 

1 

26   ! 

/  0.75 

11 

5 

1 

1 

6 

24 

/  0.50 

1 

22 

93 

53 

3^ 

84 

109 

399 

/  0.25 

2 

6 

7 

IZ 

36 

53 

123 

113 

379 

0.00 

263 

za 

93 

91 

U2 

153 

a 

21 

5a 

-  0.25 

1 

2 

1 

1 

-  0.50 

1 

1 

1 

-  0.75 

1 

1 

-  1.00 

-  1.25 

-  1.50 

1 

1 

2 

-  1.75 

-  2.00 

Usin^  low 

of  ranges  r 

eported  by 

USDA 

and  Urner 

Barrj^ 

/  2.00 

/  1.75 

/1.50 

/  1.25 

/  1.00 

1 

1 

2 

/  0.75 

2 

1 

1 

1 

5 

/  0.50 

2 

9 

8 

10 

27 

/0.25 

86 

63 

8 

13 

u 

8 

16 

4 

53 

0.00 

13A 

134- 

9U 

197 

182 

158 

204 

206 

1041 

-  0.25 

1 

1 

3 

T2 

20 

55 

19 

29 

138 

-  0.50 

1 

3 

U 

29 

17 

10 

6 

79 

-  0.75 

2 

1 

10 

2 

15 

-  1.00 

1 

2 

u. 

2 

9 

-  1.25 

1 

2 

3 

-  1.50 

2 

1 

3 

-  1.75 

-  2.00 

2_ 

2 

1/  Last  6  months. 

2/  When  a 

single 

price  Vsras  reported 

it  was  consider 

ed  as 

both  the 

high  and 

the  low 

of  a  range. 
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Table  17. — Average  difference  between  daily  wholesale  selling  prices  reported 
by  USDA  for  92  score  butter  and  daily  commercial  quotations  for 
92  score  butter  at  Chicago  and  New  York,  19^0,  1941,  194.6-51 


Chicago 


New  York 


Year 


Amount  by  which  :  Amount  by  v;hich  ;  Amount  by  which  :  Amount  by  which 
high  of  USDA  range: low  of  USDA  range: high  of  USDA  range: low  of  USDA  range 
exceeded  Chicago  :  exceeded  Chicago:  exceeded  high  of  :  exceeded  low  of 
Price  Cvirrent   :  Price  Current  :   Umer-Barry    :   Urner-Barry 
quotation  1/   :   quotation  1/  : range  1/ i range  1/ 


1940 
1941 

1946  2/ 

1947 

1948 

1949 

1950 

1951 


Cents 
0.01 


.34 
.42 
.59 
.37 
.52 
.45 


Cents 


Cents 


0.01 

» 

n 

« 

»16 

0.08 

.25 

.31 

.28 

.22 

.12 

.u 

.32 

.30 

.19 

.35 

Cents 

0.08 
.06 


.01 
-.04 
-.07 
-.12 

-.02 
-.05 


Average 
1946-51 


.JtL 


.22 


.24 


-.05 


1/  When  a  single  price  was  reported  it  \-;as  considered  as  being  both,  the  high 
and  the  low  of  a  "range,"  except  in  the  case  of  prices  published  by  Cliicago  Price 
Current.  Since  ranges  are  quoted  very  infrequently  in  Chicago  Price  Current 
it  was  impractical  to  develop  a  separate  series  for  low  and  high  of  quotations. 
When  ranges  were  reported  by  Chicago  Price  Current  the  midpoint  was  taken. 

2/  l£.st  6  months. 


Less  tbixn  0.01. 


-  72  - 

imrkups  over  the  quotation,  and  that  ranges  would  be  reported. 
The  USDA  Market  News  Service  explained  the  change  as  follows,  27/ 

"Under  the  former  plan  of  reporting,  published  whole- 
sale prices  applied  to  open  market  sales  only.  This 
included  goods  which  upon  arrival  were  sold  on  the 
open  market  to  buyers  who  were  looking  for  goods  on  a 
strictly  competitive  basis,  and  who  bought  at  a  T?rice« 
rather  than  at  some  agreed  differential  in  relation  to 
a  published  quotation.  This  included  sales  on  exchanges, 
if  any,  and  sales  on  the  street  which  fell  in  the  above 
category.  It  did  not  include  sales  of  lots  from  well 
known  marks  made  at  differentials  over  published  quo- 
tations, or  from  lots  knovm  to  possess  unusually  uni- 
form quality  or  having  other  known  desirable  character- 
istics, 

"The  revised  method  of  reporting  wholesale  prices  merely 
represents  a  broader  coverage  with  respect  to  wholesale 
transactions.  As  stated  on  the  published  reports, 
wholesale  prices  now  reflect  all  tjpes   of  wholesale 
trading  for  cash  or  short- time  credit,  including  open- 
market  sales,  sales  of  special  or  premium  marks,  and 
sales  at  agreed  differentials  in  relation  to  published 
quotations . " 

The  OPA  regulation  establishing  dollars  and  cents  ceiling  prices 
on  butter  established  a  basic  price  (a  primary  receiver's  buying 
price)  and  also  provided  for  a  markup  for  sales  of  bulk  butter 
at  wholesale  over  this  base  price.  This  markup  was  first  a  per- 
missive markup  based  on  individual  receiver's  markups  during  a 
base  period;  later  a  fixed  markup  was  allowed.  This  action 
undoubtedly  influenced  the  announced  change  in  reporting  policy 
on  the  part  of  the  USDA  Market  News  Service,  since  if  the  price 
reported  try  USDA  was  to  be  representative  of  wholesale  selling 
prices  it  necessarily  would  include  such  markups.  Previous  to 
that  time,  although  identified  as  a  wholesale  selling  price,  it 
had  nearly  always  been  the  same  as  the  commercial  quotation  and 
therefore  tended  to  have  more  of  the  characteristics  of  a  basing 
price  than  a  wholesale  selling  price, 

2.  Prior  to  the  advent  of  OPA  price  ceilings  on  butter  late  in  19A2, 
the  wholesale  selling  prices  reported  by  USDA  had  been  reported 
as  single  prices  and  were  more  widely  used  as  a  settlement  basis 
than  at  the  present  time.  The  USDA  representative  in  charge  of 
the  Chicago  Dairy  and  Poultry  Market  News  office  in  1939  stated 
that  because  the  USDA  quotation  was  being  used  for  settlement 
purposes  it  was  extremely  difficult  to  obtain  information  as  to 
wholesale  selling  prices  which  differed  from  the  commercial 


22/  Revised  Basis  of  Reporting  Wholesale  Butter  Prices.  FDA.  USDA. 
Jan,  19/^3.  3  pp. 
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quotation.  28/  The  trade  currently  uses  the  wholesale  selling 
prices  reported  1::^  USDA  less  frequently  for  settlement  purposes, 
and  for  this  reason  apparently  is  less  concerned  about  reveal- 
ing sales  which  were  made  at  the  coramerclal  quotation  plus  a 
markup  than  previously. 

3.  Although  relatively  liiv.ited,  considerably  more  open-market  sell- 
ing of  wholesale  bulk  butter  apparently  existed  in  the  late 
1930 's  and  early  19^40 's  than  exists  at  the  present  time;  and 
apparently  receivers  were  able  to  buy  more  butter  at  country 
points  at  a  discount  below  the  quotation  than  is  currently  pos- 
sible. Such  butter  often  could  be  sold  in  the  open  market  at 
the  quotation  and  still  cover  the  receiver's  costs  of  handling 
the  butter.  This,  in  part,  reflects  the  generally  long  sup- 
plies of  butter  during  that  period.  Competition  from  large 
integrated  butter-marketing  organizations  and  the  trend  in  the 
direction  of  the  development  of  a  jobbing  type  business  on  the 
part  of  many  v/holesslers  in  recent  years  has  probably  had  the 
effect  of  raising  the  level  of  premiums  paid  at  country  points, 
reducing  the  potential  volume  of  butter  which  is  bought  at  such 
a  price  that  it  may  be  sold  profitably  in  the  open  market  at 
the  flat  quotation. 


28/  This  information  was  reported  by  Crordon  W.  Sprague  during  the 
course  of  an  interview  with  the  writer. 
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APPRAISAL 


This  study  was  undertaken  to  obtain  a  description  of  a  part  of  the 
butter-Bjarketing  system  as  one  step  toward  a  complete  appraisal  of  central 
market  butter  prices.  The  results  were  comprehensive  enough  to  make  an 
appraisal  of  some  of  the  more  frequent  criticisms  of  central  iffiirket  butter 
prices,  to  indicate  some  of  the  shortcomings  of  present  methods  of  es- 
tablishing butter  prices,  to  point  out  obstacles  to  be  overcome  in  cor- 
recting these  shortcomings,  and  to  indicate  certain  lines  of  action  which 
might  broaden  the  basis  for  establishing  central  market  butter  prices. 

Appraisal  of  Criticisms 

Complaint  that  central  market  quotations  "underquote"  the  narket 

An  analysis  of  prices  received  by  a  large  group  of  creameries  in 
the  North  Central  Region  and  a  study  of  butter  pricing  at  Iowa  creameries 
substantiates  the  fact  that  a  large  number  of  creameries  receive  premiums 
over  the  New  York  or  Chicago  commercial  quotations.  29/  Information 
obtained  during  this  survey  also  indicated  that  premiums  are  commonly 
paid  over  the  commercial  quotations  on  open-market  wholesale  transactions. 
Therefore,  the  commercial  quotations  do  not  represent  an  "average"  price 
at  which  butter  is  being  bought  and  sold.  Receivers  know  that  quotations 
are  not  average  prices  as  do  most  creamery  managers.  For  those  who  under- 
stand that  the  quotations  represent  basing  prices  rather  than  average 
prices,  the  fact  that  quotations  do  not  reflect  an  average  price  is  not 
a  serious  weakness. 

On  the  other  hand,  some  creamery  managers  apparently  do  not  fully 
understand  the  nature  of  the  commercial  quotations  or  the  distinction 
between  them  and  wholesale  selling  prices  reported  by  USDA.  Also,  aany 
persons  other  than  those  engaged  in  the  buying  and  selling  of  butter  make 
widespread  use  of  the  quotations.  For  example,  numerous  Federal  milk 
marketing  orders  use  central  market  butter  i.  rices  in  computing  formula 
prices  for  fluid  milk.  It  is  probably  desirable  that  market  prices  used 
in  such  formulas  reflect  average  market  values— not  basing  prices.  At 
least,  it  is  essential  for  those  constructing  such  formulas  to  under- 
stand the  relationship  of  the  central  market  quotation  to  the  average 
price  received  for  butter  at  wholesale  or  f.o.b,  creamery. 

The  development  of  a  price  which  would  reflect  the  average  price 
received  for  butter  f.o.b,  creamery  is  not  feasible  on  a  daily  basis. 


29/  See  source  cited  in  footnote  2%   also,  Mathis,  A,  G.  and  Hirsch, 
D.  E.  Butter  Pricing  by  Iowa  Creameries.  FCA.  USDA,  Bflay  1950,  and 
Mathis,  A,  G.  Market  News  Reporting  of  Butter  Prices  Received  by 
Creameries,  USDA.  PMA.  March  1952. 
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Information  as  to  the  size  and  nature  of  premiums  is  important  market 
information,  but  should  be  reported  separately.  Since  the  size  of  premi- 
uas  tends  to  change  only  over  longer  periods  of  time,  a  monthly  or 
bimonthly  report  would  probably  be  sufficient. 

Information  as  to  the  size  of  markups  on  wholesale  open-market 
sales  is  also  important  market  information  which  may  be  obtained  to  a 
limited  extent  from  wholesale  selling  prices  presently  reported  by  USDA. 
Separate  information  concerning  daily  markups  on  open-market  transactions 
would  be  useful  market  information,  since  such  information  may 
indicate  changes  in  market  sentiment  which  develop  after  the  spot  butter 
call  has  closed. 

Considering  the  nature  of  the  butter-marketing  system,  it  appears 
more  important  that  the  daily  central  market  quotations  reflect  accurately 
changes  in  the  supply  and  demand  for  butter  than  that  they  reflect 
"average"  daily  wholesale  prices. 

Complaint  that  butter  prices  fluctuate  unduly  from  day  to  day 

Analysis  has  shown  that  although  daily  butter  prices  have  fluctuated 
considerably  from  day  to  day  at  certain  periods  of  time  they  are  not  more 
variable  than  are  the  daily  prices  of  several  other  agricultural  com- 
modities. The  sometimes  erratic  pattern  both  of  production  of  butter, 
from  week  to  week,  and  of  movement  of  butter  into  retail  channels  appear 
to  be  important  factors  which  cause  price  instability.  The  thinness  of 
the  market  on  irtiich  prices  are  based  also  probably  gives  disproportionate 
weight  to  individual  transactions  and  at  times  makes  the  market  unduly 
sensitive  to  short-time  supply-demand  conditions.  A  bro€wler  basis  for 
establishing  values  would  probably  tend  to  minimize  the  effect  of  indi- 
vidual transactions  and  would  tend  to  reduce  the  size  and  number  of  daily 
price  fluctuations. 

The  Chicago  market  quotations  are  less  variable  than  are  the  New 
York  quotations.  This  might  indicate  that  the  forces  brou^t  to  bear  in 
the  trading  on  the  Chicago  Mercantile  Exchange  were  broader  and  more 
diversified  than  those  at  the  New  York  Mercantile  Exchange, 

Complaint  that  the  market  is  too  thin  to  provide  an  adequate  basis  for 
quoting  the  market 

Commercial  quotations  are  based  on  a  limited  volume  of  trading  by 
a  relatively  few  traders  on  the  Chicago  and  New  York  mercantile  exchanges. 
Nevertheless,  the  25  to  30  traders  interviewed  during  this  study  receive 
and  distribute  a  large  proportion  of  the  butter  which  is  marketed  in  the 
United  States,  They  follow  the  trading  on  the  mercantile  exchanges 
closely  and,  although  many  of  them  trade  only  infrequently  on  the  exchange, 
they  are  prepared,  if  necessary,  to  offer  butter  or  bid  for  butter  on  the 
exchanges  in  order  to  attempt  to  protect  their  own  interests  as  to  value. 
The  price  which  is  quoted  on  the  basis  of  the  exchange  trading  becomes 
the  basis  for  thousands  of  other  transactions,  emd,  since  this  is  true, 


I 
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an  individual  trader  cannot  ordinarly  keep  the  market  "out  of  line"  with 
the  sentiment  of  the  trade  unless  he  is  willing  to  buy  or  sell  sizable 
quantities  of  butter. 

Nevertheless,  the  thinness  of  the  market  makes  it  possible  for 
individuals  occasionally  to  exert  disproportionate  influence  on  the  mar- 
ket for  short  periods  of  time.  This  is  true  particularly  during  periods 
of  time  when  supplies  of  uncommitted  butter  in  the  market  are  relatively 
small. 

The  fact  that  the  spot  boards  do  not  serve  as  market  places  where 
sizable  quantities  of  butter  may  be  bought  or  sold  without  dispro- 
portionate influence  on  price  throughout  the  country  is  undesirable. 

Technically,  anyone  may  buy  or  sell  butter  on  the  spot  butter  mar- 
kets of  the  mercantile  exchanges.  Certain  rules  of  the  mercantile  ex- 
changes make  it  inconvenient  for  receivers  not  located  in  or  near  Chicago 
or  New  York  to  offer  supplies  of  butter  for  sale  on  the  exchange  on  short 
notice . 

The  analysis  which  was  made  provided  information  as  to  why  the 
trading  on  the  spot  butter  markets  is  limited.  Under  the  present 
marketing  system  a  large  proportion  of  the  butter  moves  directly  from 
the  creamery  into  the  hands  of  integrated  marketing  agencies  which  control 
distribution  of  the  product  through  to  the  retailer  or  institutional  user, 
and  for  this  reason  the  spot  butter  markets  cannot  do  more  than  serve  as 
a  supplemental  source  of  supplies  or  as  an  outlet  for  surplus  supplies. 
At  present,  receivers  prefer  to  bsilance  supplies  on  the  open  market 
rather  than  on  the  spot  butter  boards  because  the  spot  butter  markets  are 
not  a  satisfactory  source  or  outlet  for  supplies  of  butter,  for  the 
following  reasons? 

1.  The  exchange  represents  a  less  satisfactory  outlet  for  supplies 

than  the  open  market  because  receiving  and  handling  costs  are 
not  recoverable  on  exchange  sales.  The  exchange  is  a  loss 
outlet  for  supplies  on  which  premiums  have  been  paid.  For 
this  reason  only  limited  quantities  of  butter  are  offered  on 
the  spot  call, 

2.  Butter  is  not  available  for  inspection  prior  to  purchase  and, 

notwithstanding  its  being  sold  on  the  basis  of  USDA  grades, 
it  may  not  meet  the  buyer's  requirements  with  respect  to 
certain  characteristics,  not  reflected  by  grade,  such  as 
salt,  color,  and  storability. 

3.  It  is  easier  to  buy  direct  from  creameries  or  on  the  open 

nffl.rket.  Many  receivers,  particularly  those  located  outside 
of  Chicago  or  New  York,  find  it  inconvenient  to  offer 
supplies  for  sale  on  the  spot  call  or  to  accept  delivery  of 
supplies  at  Chicago  or  New  York. 

A.  Certain  large  buyers  refrain  from  buying  or  selling  on  the  ex- 
change because  of  a  desire  not  to  become  involved  directly  in 
transactions  which  serve  to  establish  prices. 
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Biscause  the  exchange  is  not  a  satisfactory  market  place  the  trading 
is  limited.  The  thinness  of  the  market  further  complicates  the  problem 
of  increasing  the  volume  of  trading,  because,  owing  to  the  thinness  of 
the  market,  buying  or  selling  sissable  quantities  of  butter  on  the  exchange 
has  "too  much"  effect  on  the  quotation.  This  in  itself  is  a  major  de- 
terrent to  using  the  exchange  as  a  market  place. 

If  the  spot  butter  markets  of  the  mercantile  exchanges  could  more 
adequately  serve  as  a  market  place  for  the  limited  open-market  trading 
which  takes  place,  individual  transactions  would  have  less  effect  on  price 
and  there  would  be  less  tendency  for  actions  on  the  part  of  individuals 
to  be  looked  upon  as  price-making  transactions. 


■IB 
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POSSIBLE  LINES  OF  ACTION 


Reporting  Open->fei.rket  Trading 

One  approach  to  the  problem  of  broadening  the  basis  for  wholesale  price 
reporting  is  to  obtain  price  infomation  on  open-market  ssles  or  sales  on  the 
"street,"  as  well  as  on  the  exchanges.  This  is  presently  being  done  by  the 
USM  Market  News  Service,  It  has  been  argued  that  the  procedure  followed  by 
the  USDA  I^rket  News  Service  shoiild  result  in  a  much  broader  coverage  of  the 
ms.rket  than  is  reflected  by  exchange  transactions  because  of  the  larger  num- 
ber of  transactions  on  which  price  information  is  reported. 

The  USDA  Jferket  News  Service  provides  useful  information  as  to  tone 
of  the  market  and  trends  in  market  sentiment  which  develop  after  the  spot 
call  has  closed  and  the  commercial  quotations  have  been  issued.  Because 
the  USDA  daily  market  report  is  not  issued  until  approximately  4-  hours  after 
the  commercial  quotation  has  been  issued,  the  USDA  reporter  may  obtain  infor- 
mation on  la.te  transactions  which  indicate  developing  strength  or  weakness 
in  the  market.  Such  trends  are  often  indicated  by  reports  of  butter  selling 
at  more  or  less  than  the  normal  i^rholessle  markup,  Alvso  the  Government  mar- 
ket news  reporter,  through  his  contacts  in  the  market,  may  obtain  informa- 
tion from  dealers  as  to  the  willingness  of  buyers  to  buy  or  sellers  to  sell 
at  prevailing  levels  which,  at  times,  may  differ  from  the  market  sentiment 
expressed  on  the  exchange,  or  which  may  serve  to  verify  sentiment  expressed 
on  the  exchange. 

There  are  significant  advantages  in  having  a  Government  market  reporter 
in  the  market.  His  presence  provides  a  public  audit  of  a  sort  on  the  com- 
mercial butter  quotation.  Yet,  because  of  the  limited  volume  of  open-market 
trading,  the  prevailing  prr.ctice  of  buying  and  selling  on  the  basis  of  the 
quotation,  and  the  tsndency  of  the  trade  to  support  the  commercial  quotation 
in  reporting  prices  to  the  market  reporter,  the  wholesale  selling  prices 
reported  by  USDA  for  butter  at  Chicago  and  at  New  York  are  closely  related 
to  the  commercial  quotation.  The  additional  information  which  the  USDA 
reporter  obtains  -uncovers  only  a  sms.ll  part  of  the  forces  which  bring  about 
basic  changes  in  price,  1'fe.ny  of  the  weaknesses  of  the  commercial  quotation 
are  "built-in"  in  the  USDA  wholesale  selling  price  since  the  commercial  quo- 
tation is  such  a  dominant  force  in  establishing  values. 

Since  the  wholesale  open-market  trading  provides  an  vmsatisfactory 
means  for  broadening  the  basis  of  establishing  central  market  butter  prices, 
it  would  appear  that  any  steps  which  are  to  be  taken  to  broaden  the  basis 
for  establishing  central  iTiarket  butter  prices  would  lie  in  the  direction  of 
attempting  to  increase  the  volume  of  trading  on  the  spot  butter  markets, 
since  it  is  at  this  point  tlmt  the  forces  which  act  to  bring  about  changes 
in  the  price  of  butter  may  best  be  observed. 


Experience  of  the  Wisconsin  Cheese  Exchange  30/ 

The  Wisconsin  Cheese  Exchange  serves  the  same  basic  function  which 
the  spot  butter  mi-rkets  of  the  Chicago  and  Naw  York  mercantile  exchanges 
serve,  namely,  that  of  providing  a  mechanism  for  establishing  and  posting 
values.  In  the  1920 's  and  1930*3,  the  cheese  exchange  was  severely  criti- 
cized because  of  the  fact  that  the  volume  of  sales  was  very  small,  the  number 
of  traders  was  small,  the  same  individuals  participated  in  the  trading  week 
after  week,  and  wash  sales  were  made.  An  unfavorable  report  of  the  opera- 
tions of  the  cheese  exchange  was  made  by  the  Federal  Trade  Commission  in 
1928.  A  hearing  held  in  February  1931  by  the  V.'isconsin  Department  of  Agri- 
culture and  l-'larkets  disclosed  the  existence  of  many  undesirable  features. 
In  1942,  an  indictment  was  issued  by  a  grand  jury  of  the  U.  S.  District 
Court  in  Chicago  against  the  Wisconsin  Cheese  Exchange  and  Ul   other  firms 
and  57  individuals.  The  American  cheese  indictment  denied  the  exchange  was 
a  free  market  and  entimerated  a  number  of  specific  charges.  Charges  were 
dropped  against  all  but  11  of  the  defendants  in  194-9  and  charges  against 
the  remaining  11  were  dropped  in  April  1950, 

The  Wisconsin  Cheese  Exchange  has  in  recent  years  made  major  revisions 
in  its  trading  rules  which  apparently  have  had  the  effect  of  increasing  the 
volume  of  trading  substantially,  A  recent  survey  indicated  that  the  Wis- 
consin Cheese  Exchange  now  serves  an  important  function  as  a  market  place. 

The  volume  of  sales  on  the  Wisconsin  Clieese  Excliange  during  the  5~ 
year  period  194-7-1951  was  1,4-43  percent  greater  than  during  the  5-year 
period  1933-1937  which  immediately  preceded  the  major  revision  of  the 

trading  rules  of  the  exciiange  in  1933.   (Table  13. )  Trading  on  the  Wis- 
consin Cheese  Exchange  takes  place  only  once  a  week  and  lastvS  for  half  an 
hour.  Therefore,  annual  sales  represent  the  volume  of  trading  at  52  trad- 
ing sessions,  whereas  the  annual  volume  of  sales  on  the  spot  butter  mar- 
kets represent  the  total  of  sales  on  approximately  250  trading  days. 

Changes  in  trading  rules 

Changes  which  were  made  in  the  trading  rules  of  the  Wisconsin  Cheese 
Exchange  which  apparently  had  the  effect  of  making  it  a  more  desirable  mar- 
ket place  to  buy  and  sell  cheese  were: 

1,  The  exchange  discarded  the  auction  and  call  board  system  in 
favor  of  a  system  of  firm  bids  and  offers  (similar  to  that 
presently  used  on  the  spot  butter  call  of  the  Chicago  and 
New  York  Mercantile  Exchanges), 

2,  The  board  ws-s  opened  for  the  sale  of  all  kinds  of  cheese. 
Previously,  only  American  cheese,  4  to  30  days  old  could  be 

'  offered, 

30/  The  material  in  this  section  is  based  on  information  contained 
in  Research  Bulletin  163  of  the  University  of  Wisconsin,  "Pricing  American 
Cheese  at  Wisconsin  Factories."  By  Arthur  H,  Miller,  August  194.9. 
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3.  The  assembling  charge  to  be  paid  by  the  buyer  to  the  seller 
was  increased, 

4..  A  freight  differential  yas   established  for  all  carload  sales. 
This  differential  was  equal  to  the  amount  by  which  shipping 
charges  from  point  of  shipment  to  Chicago,  111,,  exceeded 
shipping  charges  from  Pljrnouth,  Wis,,  to  Chicago,  111, 

In  194.0  the  WiBconsin  Cheese  Exchange  adopted  a  rule  which  made  the 
facilities  of  the  exchange  available  to  any  licensed  cheese  factory  without 
charge  for  the  sale  of  its  unparaf fined,  ungraded  cheese  f,o.b.  factory.  In 
194.7,  the  rules  were  further  revised  to  provide  for  the  sale  of  cheese  manu- 
factured in  States  other  than  Wisconsin  when  sold  according  to  U.  S,  grades. 


Table  18, — Volume  of  sales  of  cheese  on  the  Wisconsin 
Cheese  Exchange,  by  years,  1933-1951 


Year 


Sales 

Pounds 

661,160 

673,4^6 

1,038,650 

1,133,650 

495,300 

1938 1/  2,995,900 

1939  2,888,600 

194.0 5,795,500 

192^  -  »  _  „  -   2/33,692,532 
19^ ==  -   2/56,34-3,557 


1933 
1934 
1935 
1936 
1937 


Year 


194.3  -  - 

1944  -  - 

1945  -  - 

1946  -  - 

1947  -  - 

1948  -  - 

1949  -  - 

1950  -  - 

1951  -  - 


Sales 

Pounds 

2/  19,946,986 

2/  12,935,393 

2/  14,270,675 

2/  7,237,485 

11,722,484 

14,068,125 

10,646,450 

7,004,152 

U,329,275 


1/  Ifejor  revision  of  trading  rules  became  effective  August  19, 
1938, 

2/  During  the  period  July  1941-June  1946,  the  U.  S,  Department 
of  Agriculture  purchased  134,005,328  pounds  of  Cheddar  cheese  on 
the  Wisconsin  Cheese  Ebcchange, 

Compiled  from  data  supplied  by  the  Wisconsin  Cheese  Exchange. 


Possible  Means  of  IncreAs^^  "^^Q  Volimie  of  Exchang;e  Trading  in  Spot  Butter 

Certain  amendments  to  the  spot  butter  rules  of  the  Chicago  and  New  York 
mercantile  exchanges  might  be  beneficial  in  broadening  the  trading  on  the  spot 
butter  market.  The  following  amendments  probably  would  make  the  spot  butter 
boards  a  better  outlet  for  surplus  butter  and  a  better  source  of  supplementary 
supplies: 


-  81  - 

1,  Provide  that  butter  which  is  located  at  approved  warehouses 

at  designated  points  in  the  producing  area  might  be  offered 
on  the  spot  call  of  the  Chicago  or  New  York  mercantile  ex- 
changes. 

2,  Provide  for  a  fixLler  description  of  butter  offered  on  the 

spot  call  than  is  now  provided,  particularly  information  ag 
to  color  and  salt  content. 

The  suggested  changes  probably  would  make  the  spot  butter  markets  a 
more  desirable  place  to  buy  or  sell  butter.  Although  there  are  definite 
limits  to  the  extent  to  which  the  volume  of  trading  in  spot  butter  can  be 
increased,  if  more  dealers  could  be  induced  to  use  the  spot  butter  markets 
as  a  place  to  conduct  their  generally  limited  open-market  trading  the  results 
would  be  beneficial  as  far  as  broadening  the  basis  for  quoting  prices. 

The  Chicago  >fercantile  Exchange  has  given  consideration  in  the  past 
to  establishing  a  receiving  and  handling  alloi^ance  on  sales  of  butter  on 
the  spot  call.  There  is  some  question  as  to  the  justification  for  such 
an  allowance,  and  as  to  the  effect  such  an  allowance  might  have  on  the 
level  of  the  quotation.  Further  consideration  might  be  given  by  the  ex- 
change to  the  efficacy  of  such  an  allowance  in  making  the  exchange  a  more 
suitable  place  to  buy  or  sell  butter. 

The  essence  of  the  proposal  is  that  the  buyer  would  pay  the  seller  a 
receiving  and  handling  charge  (on  butter  bought  on  the  spot  call)  so  that  a 
receiver  selling  butter  on  the  spot  board  would  be  compensated  for  the  costs 
of  receiving  and  handling  the  butter.  Since  butter  is  ordinarily  sold  on 
the  open  market  at  a  markup  of  from  1/^  to  1/2  cent  over  the  quotation,  the 
spot  board  ordinarily  provides  a  less  satisfactory  outlet  for  surplus  butter 
than  does  the  open  market  because  receiving  and  handling  costs  cannot  be 
recovered  on  sales  on  the  spot  board.  It  is  difficult  to  judge  what  effect 
such  an  allowance  might  have  on  the  level  of  the  quotation. 

Sellers  would  probably  be  willing  to  offer  more  butter  for  sale  on  the 
exchange  because  they  would  be  able  to  sell  butter  at  approximately  the  same 
markup  over  the  quotation  on  the  exchange  as  on  the  open  market,  and  the 
allowance  vhich  they  received  would  not  be  reflected  in  their  settlement  base 
with  creameries  (the  quotation). 

If  the  allowance  stimulated  offerings  on  the  part  of  sellers,  more 
buyers  generally  itiight  give  consideration  to  buying  on  the  exchange.  One 
apparent  deterrent  to  trading  which  presently  exists  is  the  limited  volume 
of  butter  offered  for  sale. 

Different  reactions  might  be  expected  on  the  part  of  different  buyers 
as  follows: 

1,  Those  buyers  placing  a  premium  on  non-grade  factors  might  not  be 
willing  to  pay  more  for  butter  purchased  on  the  exchange  rela- 
tive to  the  open  market  than  before,  if  they  found  that  even 
with  a  greater  volume  of  offerings  on  the  exchange  they  were 
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unable  to  buy  USDA  graded  butter  which  siiited  their  requirements. 
The  markup  on  certain  "marks"  of  butter  on  the  open  market  might 
then  increase  and  cancel  out  part  of  the  effect  of  the  allowance, 

2,  Buyers  to  whom  USDA  grades  provide  adeoToate  information  concern- 

ing the  butter  they  buy  probably  would  be  vri-lling  to  absorb  all 
of  an  allo\jance  which  reflected  approximately  the  markup  which 
they  no\>r  pay  on  the  open  market  for  butter,  if  such  purchases 
did  not  impair  their  settlement  basis  (the  quotation).  For 
example,  a  buyer  who  presently  engages  in  a  transaction  on  the 
exchange  which  serves  to  establish  a  quotation  of  66  cents  is 
in  effect  expressing  a  willingness  to  buy  supplies  on  the  open 
market  at  66  1/4.  to  66  1/2  cents.  Since  sellers  would  be  more 
willing  to  sell  if  they  were  paid  an  allowance  on  exchange  sales, 
purchases  of  butter  in  volume  on  the  exchange  probably  would 
have  less  tendency  to  "run  up"  the  market  than  at  present. 

3,  To  the  extent  that  bujrers  on  the  exchange  would  not  absorb  the 

assembling  charge  direct  buyers  might  be  expected  to  adjust  up- 
•ward  their  premiums  paid  to  creameries,  thus  in  part  canceling 
the  effect  of  the  allowance. 

It  would  appear  reasonable  to  expect  that  a  considerable  part  of  the 
allowance  might  be  absorbed  by  buyers  and  that  the  part  not  absorbed  would 
be  offset  by  a  change  in  the  premium  structure,  so  that  producers  would  not 
be  affected  adversely  even  if  buyers  refused  to  absorb  all  of  the  allowance. 

The  proposals  that  further  description  be  given  of  butter  offered  on 
the  exchange  end  that  changes  be  made  to  permit  the  offering  of  butter  for 
sale  on  the  exchange  at  points  outside  of  Chicago  and  New  York  would  tend 
to  make  the  exchange  a  more  desirable  place  to  buy  and  sell  supplies  and 
probably  would  influence  the  extent  to  which  buyers  would  be  willing  to 
absorb  the  assembly  charge. 

On  the  basis  of  information  obtained  during  this  survey,  it  was  pos- 
sible to  estimate  the  maximum  amount  by  which  trading  on  the  spot  butter 
boards  might  be  increased.  Receivers  from  whom  information  was  obtained 
handled  86S  million  pounds  of  butter.  Between  10  and  15  percent  of  this 
butter  was  obtained  on  the  basis  of  open-market  transactions  between  dealers— 
that  is,  transactions  which  were  made  more  or  less  independent  of  the  quo- 
tation. Most  of  these  transactions  could  potentially  be  executed  on  the 
spot  butter  boards  if  the  rules  of  the  exchanges  were  changed  to  make  them 
more  desirable  places  to  buy  and  sell  butter. 

If  all  the  open-me.rket  trading  were  done  on  the  exchanges,  and  if  this 
were  10  percent  of  the  butter  handled  by  major  receivers,  approximately  87 
mlD.lion  pounds  of  butter  might  be  sold  on  the  spot  butter  boards.   In  1951 
about  8  million  pounds  of  spot  butter  were  sold  on  the  New  York  and  Chicago 
mercantile  exchanges,  or  about  9  percent  of  the  potential  volume  which  might 
be  expected  on  this  basis. 
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It  probably  would  be  unreasonable  to  expect  more  than  one-half  of  the 
open-market  trades  to  be  negotiated  through  the  facilities  of  the  excha.nges 
even  if  the  spot  butter  boards  were  made  more  attractive  market  places.  Yet, 
even  this  would  mean  an  annual  voliime  of  sales  on  the  exchan^^es  in  the  neighbor- 
hood of  4.0  to  50  million  pounds,  or  about  six  times  as  much  as  is  presently 
being  sold  on  the  exchanges. 

period ical_Repp_rt_^  of _Preinl^        Received 

In  order  to  enable  those  using  the  central  market  butter  prices  to 
relate  such  prices  to  average  prices  actually  being  received  by  creameries, 
consideration  should  be  given  to  development  of  a  periodic  report  on  the 
level  of  premiums  being  received  at  a  group  of  representative  creameries  in 
different  parts  of  the  production  area.  It  would  be  necessary,  of  course, 
to  consider  all  terms  of  a  creamery's  selling  agreement  with  its  receiver 
or  receivers  in  reporting  this  type  of  information.  It  probably  would  be 
necessary  to  report  such  information  on  a  State  basis.  Since  the  level  of 
premiums  probably  does  not  vary  appreciably  from  day  to  day  but  only  over 
longer  periods  of  time,  monthly,  bimonthly,  or  even  quarterly  reports  prob- 
ably would  be  satisfactory. 

The  development  of  such  a  report  would  present  many  problems.  For 
instance,  a  creamery  may  produce  90  score  butter  at  certain  times  of  the 
year  and  92  score  butter  at  other  times,  yet  the  creamery  may  receive  the 
same  price,  relative  to  a  specified  quotation,  throughout  the  year.  Con- 
ditions of  sale  with  respect  to  whether  prices  are  f.o.b,  creamery  or  f.o.b, 
a  specified  market,  whether  or  not  packaging  materials  are  furnished,  and  so 
forth,  influence  net  prices  received.  Nevertheless,  problems  involved  in  develop- 
ing such  a  report  probably  are  no  more  complex  than  those  involved  in  reporting 
much  of  the  information  which  is  presently  reported. 


Research's  Contribution 

The  institutional  pattern  vrhich  dominates  the  sj'-stem  of  butter  price 
establishment  is  very  strong.  The  present  system  of  price  establishment 
has  been  in  existence  in  about  the  same  form  sirice  the  early  1900' s.  From 
time  to  time  the  system  has  been  sharply  criticized.  Nearly  all  dealers 
admit  that  the  pricing  system  is  open  to  certain  abuses,  yet  it  provides 
by  and  large  a  workable  means  of  establishing  butter  values  as  far  as  most 
butter  receivers  and  distributors  are  concerned.  They  understand  it  and 
they  understand  its  weaknesses. 

Perhaps  the  greatest  weakness  of  the  system  is  the  fact  that  others, 
who  do  not  regularly  buy  or  sell  butter  and  do  not  fully  understand  the  com- 
plexities of  the  butter  marketing  system  or  the  nature  of  the  quotation, 
must  rely  on  central  market  quotations  as  a  measure  of  the  value  of  butter. 

It  is  doubtful  whether  the  recommendations  of  this  report  or  others 
could  bring  about  any  substantial  changes  in  a  system  which  is  so  deeply 
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rooted  in  the  minds  of  receivers  and  distributors  of  butter.  Perhaps  the 
greatest  contribution  that  research  can  make  toward  the  solution  of  the 
deficiencies  in  the  STstem  of  central  market  butter  price  establishment 
lies  in  providing  a  better  understanding  of  the  nature  of  central  market 
butter  prices,  rather  than  in  changing  the  institutional  pattern  by  which 
prices  are  established. 
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